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The American Economic Review 
VOLUME XLI SEPTEMBER, 1951 NUMBER FOUR. 


THE CONSTRUCTION OF A NEW THEORY OF PROFIT 


By MArcHAL* 


Most modern authors define profit as the income of the firm as such 
or as the price paid for performing the function of enterprise. This has 
not always been the case, however. Adam Smith, the founder of the 
classical school—so little a classicist himself—shows profit as the in- 
come of the capitalist entrepreneur, that is, as the income of the in- 
dividual owner of a capital sum who uses this capital to hire workers, 
buy machines and manufacture products which he sells on a market. 
But after Smith have come a whole series of authors, from Say to the 
most modern neoclassical theorists, who have in one way or another, 
with all the resources of excessively atomistic analysis, dismembered 
Smith’s basic idea. In profit, as Smith defined it, they treat as separate 
elements the interest which remunerates the capital provided by the 
entrepreneur himself and the wage which pays for his labor of direction 
and coordination of the factors of production. In the income of the 
entrepreneur, designated as gross profit, they isolate, after eliminating 
the interest on the entrepreneur’s own capitai and a wage for his labor 
of direction, a met profit which seems to them to be pure profit and 
which they then proceed to try to explain.’ 

The procedure we have just described presents in our opinion very 
serious difficulties. No anatomist who had dissected a cadaver and as- 
sembled in the proper order the heart, liver and entrails would dare to 
maintain that he had reconstructed the man. Everyone knows that 
analyzing the various organs which comprise a man does not enable us 
to understand the man completely. To understand a man it may be 

* The author is professor of economics at the University of Paris. This article has been 
translated from the French version by Richard M. Davis, assistant professor of economics 
at Lehigh University. 


*See, for example, G. Pirou, Economie Libérale et Economie Dirigée (Paris, 1938), Pt. 
I, p. 187. 
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desirable to study his component parts one by one, but we must never 
forget that the anatomical pieces are not put together like the parts of 
a machine and that the living man is more than an assemblage of or- 
gans. Atomistic analysis can be useful. It has limits, however, and those 
who are not aware of those limits risk being their victims. A global 
analysis, a direct apprehension of the totality, is always necessary. 

Accordingly, when we discuss profit we find that in practice entre- 
preneurs in computing their costs do not include in those costs a salary 
for their own labor of direction and interest on their own capital, all 
calculated at the prices which these factors could command on the 
market. What they call profit and what influences their activity is the 
gross amount which remains in their hands when their collaborators 
have been paid. This gross sum appears to them to remunerate all at 
once, without any distinction, everything which they have furnished to 
the enterprise. The man who receives this, in other words, is not a com- 
bination in one person of functionaries termed laborer, capitalist and 
enterpriser, but rather is an individual who, attracted by the prospect 
of gain, independence and the possibilities of command and initiative 
which he might exercise as the head of an enterprise, must, to fulfill 
that function, possess certain personal qualities, be capable of certain 
decisions, be able to assume certain risks and have at his disposal 
sufficient capital. Our observation of the real world then shows us only 
gross profit or entrepreneurial income. Net profit, wages of manage- 
ment, interest on the entrepi eneur’s own capital correspond to nothing 
real. They are the invention of ivory-tower economists. 

But even granting all this, we have still missed, for our purpose, the 
essential point. A second step is necessary. This consists in observing 
that entrepreneurs obtain remuneration for their activity in a very 
different manner than do laborers or lenders of capital. The latter pro- 
vide factors of production which they sell to the entrepreneur at prices 
which they naturally try to make as high as possible. The entrepreneur 
proceeds quite otherwise; instead of selling something to the enterprise 
he identifies himself with the enterprise. Some people doubtless will say 
that he provides the function of enterprise and receives as remunera- 
tion a sum which varies according to the results. But this is a tortured 
way of presenting the thing, inspired by an unhealthy desire to establish 
arbitrarily a symmetry with the other factors. In reality, the entrepre- 
neur and the firm are one and the same. His function is to negotiate, 
or to pay people for negotiating under his responsibility and in the 
name of the firm, with two groups: on the one hand, with those who 
provide factors of production, in which case his problem is to pay 
the lowest prices possible; on the other hand, with the buyers of 
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the finished products, from whom it is desirable to obtain as large a 
total revenue as possible. To say all this in a few words, the entrepre- 
neur, although undeniably providing a factor of production, perhaps the 
most important one in a capitalist system, is not himself to be defined 
in those terms. As a consequence of the particular nature of the factor 
which he provides he acts essentially as an interruptor in the price 
circuit. For us, the entrepreneur is, above all, an individual who in 
response to the dictates of the circumstances of production, and within 
the framework of those circumstances, tries to introduce or to main- 
tain a difference between his selling prices and his buying prices or 
costs of factors. His first purpose, one might say his mission, is to 
prevent these two price-groups from coming together. 

How is this done? Essentially, and this is our third point to clarify, 
by acting on the market structure. 

The classical economists confidently maintained and their successors 
still profess to believe that entrepreneurs appear in the various markets 
where they buy and sell factors and products, always respecting the 
rules of the game as they have been formulated—that is, that they 
simply try to buy at the lowest prices and sell at the highest prices 
possible within the established market structures. But that never has 
been the case, and if it had been, profits would be at levels infinitely 
lower than those which have actually been reached. Always, and more 
and more, to the extent that capitalism has developed, entrepreneurs 
have tended, in order to increase their gains, to act on the structure of 
the markets where they operate, whether these are labor markets or 
capital markets or markets for finished products. 

To accomplish this purpose, they have made every effort to increase 
the importance of their own firms; they have made alliances with each 
other; they have tried, by methods which have not always been legal, 
to mobilize to their advantage certain elements of the public authority. 
It has been possible for them, consequently, to attain several ends: to 
go beyond the limited sphere of individual action and to influence the 
total supply of products or the total demand for factors in the markets 
in which they participate; or, rather, to act, by methods which we shall 
describe, on the total demand for products and the total supply of 
factors with which they are faced so as to modify the preferences and 
the possibilities for action of those parties with whom they must con- 
tract; in short, to transform, for the furtherance of their own interests, 
the circumstances in which these negotiations take place. 

It would thus appear, and this is from our point of view the most 
important thing to emphasize, that the action by which entrepreneurs 
secure a profit is, in the first instance, a pressure action (action de 


iM 
‘ 
¢ 
| i 
| 
| 
{ 
| 
‘ 
: 
. 


552 THE AMERICAN ECONOMIC REVIEW 


puissance).* This explains the difficulties which the orthodox econ- 
omists encounter in accounting for profit—the fact that they never dis- 
cover more than a small part of the true theory, since indeed the very 
idea of positive action—of an action exerted on the market structure 
itself—is strange to them and since only a few of them have ever had, 
even briefly, any intuition of such a possibility. 

We must now explain things as they appear in their new aspect of 
this dual action of entrepreneurial power—power exerted in relation- 
ships with consumers, on the one hand, and with factor-owners and 
in a general way with all those who exert some influence on costs, on 
the other hand. This will be the object of the remaining two parts of 
this paper. In conclusion, we shall describe the general character of 
profit and in the light of what we have learned shall criticize the 
theories actually prevalent. 


I.—Pressure Action Toward Consumers 


If competition fully prevailed, that is, if there were an infinite num- 
ber of individuals capable of becoming entrepreneurs, if these indivi- 
duals were exactly like each other, if they could procure all the factors 
necessary for their operations without encountering any obstacle re- 
sulting from the total or partial indivisibility of those factors, then 


selling prices would be automatically established at levels such that 
the entrepreneurs would have to pay out the entire amount to the 
factors of production without keeping anything for themselves. There 
would be no profit. For profit to arise there must be obstacles to the 
free play of competition. This shows that there is a profound affinity 
between profit and monopoly: the pursuit of profit leads to monopoly 
and only monopoly permits garnering a regular and lasting profit.’ 

Monopoly elements, however, may be important or may be quite 
weak. They may be an integral part of a state of affairs which is no 
longer perhaps perfect competition for the theorist preoccupied with 
scientific exactness but which is still undeniably competition for the 
practical man, the sort of competition which we can find in the real 
world. These monopoly elements may, on the other hand, encompass 
the entire market for the product we are considering. 

A. In competition in the practical sense, a regime characterized 
simply by the existence of a large number of sellers who are not asso- 


* Cf. F. Perroux, “Esquisse d’une théorie de l'économie dominante,” Archiv. de U’Inst. 
de Sci. Econ. Appliquée (Apr.-Sept., 1948), p. 243. 

*In the situation described in the text, only those profits or losses resulting from a 
change in the external situation would be realized. They would exist only for the time 
necessary for production to be adapted to consumption. Their duration would therefore 
depend on the obstacles to competition. 
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ciated and who are individually small relative to the total market, two 
elements necessarily intervene and bring about the appearance of 
profit. 

These elements are, on the one hand, the objective scarcity of entre- 
preneurs, resulting from the fact that to perform this function it is 
necessary to combine conditions of aptitude, knowledge and possession 
of monetary capital which are possible only for a sometimes very re- 
stricted minority; on the other hand, the subjective requirements of the 
individuals who fill these conditions. That is, people will assume the 
réle of entrepreneur and remain in it only if they secure a minimum 
income which they consider suitable, or, more exactly, which the least 
exacting among them consider indispensable, given the importance of 
the knowledge required, the risks run, the labor furnished, the capital 
engaged, the sort of life the entrepreneur himself must lead. 

If only these elements were present, profits would often be very 
limited and much lower than those which we observe in the real world. 
But besides these elements we find others, dynamic and volitional by 
nature, resulting from the action of the entrepreneurs themselves and 
from the development of the economy. 

1. First is the use of advertising by certain entrepreneurs. By this 
means entrepreneurs can exert power over consumers’ choices. They 
can, by modifying consumers’ preferences, by moulding those prefer- 
ences to their own interests, lead consumers to prefer their products to 
competing products, and indeed to attach their loyalties to particular 
firms. They may in this way prevent consumers in some degree from 
profiting by competition, or at the very least, limit the extent of such 
competition. 

We learn from research in the theory of monopolistic competition 
that in so far as advertising is not general, those who do avail them- 
selves of it acquire very great profits. On the other hand, in so far as 
advertising does become general throughout a branch of production 
those profits cannot be maintained except in so far as the advertising 
succeeds in diverting toward this branch the purchasing power which 
would normally be directed toward others—certain individuals prefer- 
ring, for example, to go to the movies rather than buy books, or to 
buy an automobile rather than have children and buy the things 
necessary to bring them up. The extent of this possibility, however, is 
limited. If advertising becomes general throughout a branch of produc- 
tion, then profits tend to disappear. Costs, inflated by advertising ex- 
penses, approach selling prices. An important influence is therefore 
exerted tending to eliminate the weakest enterprises, build up the 
others, and thence to bring about a state of oligopoly or of monopoly 
and thus permit the restoration of profit. Thus, we note in passing, 
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advertising starts one of the mechanisms of development of the system 
by which, as the system operates, its structure is progressively’ trans- 
formed.‘ 

2. The second element is the discovery by one of the competitors of 
a new product or of a better technical process for manufacturing an 
old product. In so far as the process is not generally used, either as the 
result of taking out a patent or by the simple force of circumstances, 
the imaginative entrepreneur realizes a profit resulting from the fact 
that he is the only one to use the new process. 

Schumpeter® has insisted at length on this point, showing that the 
essential thing, if we wish to understand the capitalist system, is not 
knowing how it administers existing structures, but how it creates new 
ones and destroys old ones. From this point of view, according to him, 
true competition is not that which takes place among existing enter- 
prises and which the classical theorists have analyzed so exhaustively. 
It is that which constantly puts in opposition to old products and to 
established enterprises new products, revolutionary techniques, pre- 
viously undiscovered raw materials, original forms of enterprise. There, 
Schumpeter tells us, we find the real competition, that which attacks 
not the profit margins but the very foundation and reason for being of 
existing enterprises. There we find the competition which is the true 
generator of progress. However, this competition, strange as it may 
seem, is possible only under the protection of monopoly. New enter- 
prises must have the ability to establish monopolies permitting them 
to realize great profits to compensate them for the enormous risks 
which they run. These profits, however, are temporary and will be 
destroyed by the ultimate appearance of new processes or new products. 

From this point of view, then, it seems that the desire for profit 
makes necessary continual alterations in the structure of economic 
organization, while the acquisition of those profits is possible only 
through the systematic search for those alterations. 

3. A third element consists in the increase in monetary demand. 

In many cases this increase will be due to causes quite apart from 
the action of entrepreneurs. It will nevertheless be advantageous to 
them. We know that, in general, production cannot follow an increase 
in demand without some delay. From this it follows that the enterprises 
which are on the spot and the owners of existing stocks will enjoy a 


* On the effect of advertising and the theory of monopolistic competition, see E. Chamber- 
lin, The Theory of Monopolistic Competition (Cambridge, Harvard Univ. Press, 1933), 
and on the conclusions which one can draw from that theory, see our Cours d’ Economie 
Politique (Paris, 1950), Pt. I, pp. 621-29. 

* J. Schumpeter, Capitalism, Socialism and Democracy (New York and London, 1942), 
and Théorie de l’Evolution Economique (Paris, 1935). 
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provisional or temporary monopoly permitting them to secure con- 
siderable profits. In addition to this, if, as happens in periods of infla- 
tion or war, the insufficiency of supply lasts long enough, the entre- 
preneurs will become accustomed to profit rates higher than those with 
which they were formerly contented and, when the situation returns to 
normality, they will insist upon these new rates, almost unconsciously 
stopping the expansion of production before prices and profits return 
to their original level. According to this hypothesis profit turns out to be 
a rent or conjunctural gain which an alteration of the psychological 
attitudes of the producers, an alteration ignored in the classics, may 
prolong for a greater duration than could have at first been foreseen. 

However, positive action on the part of entrepreneurs will also occur 
when, now aware of this phenomenon, they try to exert pressure on 
the public authorities, either to inject purchasing power into the econ- 
omy via the budget or credit policy in periods of crisis and depression, 
or, at any time and in any case, to refrain from deflationary policies. 
Thus it appears that entrepreneurs, even when they are not acting col- 
lectively at the economic level, may, by virtue of their numbers and 
through the medium of political action, attempt more or less consciously 
to induce general price movements which will permit them to maintain 
their profits at hign levels. Contrary to one’s first impression, then, the 
rise in profit following upon an important variation in aggregate mone- 
tary demand cannot always be analyzed as a simple rent or conjunctural 
gain. Such rises are, more often than many people believe, the result 
of positive action. 

To summarize, it appears that even in a competitive regime, using 
this term in the practical sense, profit does not owe its existence, ex- 
cept for a small part, to the two elements of static monopoly, viz., 
objective scarcity of entrepreneurs and their subjective requirements. 
The essential thing is found in the positive action exercised by pro- 
ducers individually or collectively in their relations with consumers. 
This action may take place through the medium of advertising, through 
discoveries, or through the more or less induced intervention of the 
public authority. 

B. When for a situation of more or less restricted competition we 
substitute a situation of true monopoly the profits of enterprise are 
naturally augmented. This, in fact, produces important changes both 
from the static and from the dynamic point of view. 

1. From the static point of view, we note first that the number cf 
entrepreneurs is no longer limited by the objective circumstances, by 
the number of people who may have the requirements. Rather, it is 
limited by the willingness of those in the industry or profession to ad- 
mit others to it. They may exercise this control by simply acting within 
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the framework of existing laws; e.g., notaries and lawyers may buy 
up at their common expense a practice at the death of its incumbent 
in order to reduce the number of their competitors. Or entrepreneurs 
may persuade the public authorities to limit access to their industry 
or profession by direct restrictive measures or by increasing the formal 
requirements of competence. Or the entrepreneurs themselves may 
proceed by boycott, price-cutting or any other means to the elimination 
of those audacious individuals who have presumed to enter their pre- 
serves. 

Besides this, from the day when collusion takes the place of com- 
petition, the decisions which are made or which must be made, are 
no longer a function of the state of mind and circumstances of the 
marginal entrepreneurs but rather of the whole group of entrepreneurs, 
discussing their decisions and acting upon them as a unit. They have 
a choice between two policies: either to establish a price such that the 
least favorably situated entrepreneur can acquire a sufficient profit— 
to conserve, in other words, the principle of the margin—or to establish 
a pooling arrangement among the associates so as to indemnify the 
least favored, substituting, consequently, the principle of the average 
for that of the margin. 

To be as realistic as possible, we must add that the state of mind 
of the entrepreneurs is not generally translated directly into effective 
decisions. Men must interpret it. The directors of the alliance, accord- 
ing to their temperament, orientation and concern for the general 
interest may weaken or re-enforce the positions of the members of the 
group. 

2. From the dynamic point of view we must add that the substitution 
of groups for individuals facilitates in a general way the positive action 
of entrepreneurs and changes somewhat the character of that action. 

In the matter of advertising, the new situation means that the differ- 
ent enterprises within an industry no longer compete, but that indus- 
tries compete with each other. We are no longer interested, for instance, 
in persuading buyers to prefer a Citroen to a Renault automobile, but 
rather in persuading them to give up going to the theater or the moving 
pictures or buying paintings in order to buy an automobile. 

In the matter of adopting new products or new processes we re- 
discover a thesis of Schumpeter’s.® According to this thesis, which is 
somewhat different from the one pointed out earlier, trusts and cartels 
are in a better position to support research laboratories, to realize 
technological progress and to lower their cost curves generally. This 
means that from the point of view. of selling prices they pass from the 


*J. Schumpeter, Capitalism, Socialism and Democracy (New York and London, 1942). 
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always delicate position of trying to raise prices to the much more 
advantageous one of simply holding them constant. For to maintain 
or to raise profits under these conditions it is sufficient on the con- 
sumption side to maintain prices. It is no longer necessary to stimulate 
a rise in them. 

Finally, in the matter of influencing the public authorities, it is 
evident that groups are in a better position than isolated entrepreneurs 
to obtain favorable monetary measures, to secure programs of public 
works or to stimulate large governmental purchases of supplies. 

In this type of entrepreneurial action, however, we must emphasize 
that groups are far from being always unanimous, and that, to the 
contrary, serious differences in points of view may appear among them. 
Export industries are generally favorable to monetary devaluation, a 
policy highly adverse to import industries. In France we have seen the 
sugar beet planters join forces with the producers of industrial alcohol 
and the wine distillers to force the public authority to purchase great 
quantities of alcohol, suggesting to them that they dispose of this 
alcohol by requiring that it be mixed with motor fuel. But the auto- 
mobile manufacturers, who do not want their customers to have to 
spend too much on motor fuel, and the trucking companies, for whom 
the price of motor fuel is a cost, are violently opposed to this idea. 
Despite all this, however, these business groups generally avoid giving 
too much publicity to these internal rifts or pushing their differences 
too far, for they have too many other common interests, notably in 
regard to the prices of the factors of production. 

Every action exerted on selling price, in fact, remains without 
significance if it is not accompanied by a parallel action tending to 
prevent the cost of production from varying in the same direction, 
indeed, to make it vary eventually in the opposite direction. 


II.—Pressure Action toward Factors of 
Production and Costs 


In their efforts to reduce costs of production entrepreneurs, indi- 
vidually or collectively, come into contact with laborers, with those 
who provide capital, and with the public authorities. In this whole area 
they exercise new and very important types of positive action. 

1. Toward laborers entrepreneurs adopt a complex attitude. As a 
general rule they try, by using continually more advanced techniques, 
to replace men by machines. The advantage of this operation, when- 
ever the machines are not too expensive, lies in the direct reduction of 

costs. But at the same time they diminish the demand for manual 
labor in relation to its supply and hence better their position in bar- 
gaining over the wage rate. 
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In the absence of associations of either employers or laborers, the 
wage rate is established at the intersection of the supply and demand 
curves for labor. But modern theories have shown that as a conse- 
quence of the abnormal form of the supply curve of labor, which is 
frequently S-shaped, several points of intersection may be encoun- 
tered. Entrepreneurs try, consequently, to maintain the wage rate at 
that level which is most advantageous for them. Throughout the 19th 
century, for example, we note that they were first opposed to any 
legal limits to the hours of labor, and subsequently to any reduction of 
those hours. Indeed, they opposed the prohibition of the employment 
in factories of children below a certain age. Moreover, by measures 
such as the famous worker’s pass-book (livret ouvrier) they can, with 
the consent of the public authorities, restrict the movement of workers 
from one center to another so as to modify the supply curve of manual 
labor and displace it in a direction favorable to themselves. In so far, 
then, as they succeed in establishing either a monopsony of demand 
on tne labor market or a monopoly of supply on the product market, 
they can, as Mrs. Robinson has shown,” separate the wage rate from 
the value of the marginal product of labor, i.e., exploit, as it were, 
their workgrs. 

When there are unions, the struggle becomes more violent. Every- 
thing then depends on the course of negotiations between the employees’ 
representatives and the employers. J. R. Hicks* has shown that it is 
possible to construct curves of employer concessions and labor union 
resistance, these curves representing the functional relation between the 
wage rate considered and the length of the strike necessary to secure 
it as seen respectively by employers and employees. These two curves 
permit us to determine the maximum wage rates which successful nego- 
tiation permits the labor unions to extract from the entrepreneurs. But 
what must be understood from our point of view’ is that the shape 
and position of these two curves depend on sociological and institutional 
factors: on the employees’ side, the extent of unionism, the unity or dis- 
unity of the workers’ organizations, the financial power of the unions, 
the strictly professional or political-professional character of the 
unions; on the entrepreneurs’ side, the importance of fixed capital, the 
nature of past contracts with buyers, the degree of collusion with other 
entrepreneurs, the intensity of foreign competition, in a word, their 


*J. Robinson, The Economics of Imperfect Competition (London, 1936), Book IX, 
Chaps. 25 and 26. 

‘J. R. Hicks, The Theory of Wages (London, 1933). 

*See our article on “Les facteurs qui déterminent le taux du salaire dans le monde 
moderne; du prix du travail au revenu du travailleur,” Revue Economique (July, 1950), 
p. 129. 
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entire conjunctural situation. What we must especially insist upon is 
that entrepreneurs and laborers try to act not only each one upon his 
own curve—which action may, for example, simply express the disci- 
pline exercised by each group over its members—but also upon the 
opponent’s curve. Labor unions try to prevent employers from hiring 
any workers except those from the locality and members of the unions 
(the “closed shop” clause), they affix a mark called the “label” on 
products manufactured by good employers, that is by employers paying 
adequate wages, they oppose the immigration of foreign workers. For 
their part, employers’ associations may organize and favor the im- 
migration of skilled or manual laborers, bring pressure on local news- 
papers not to publish offers of employment outside the locality, divide 
their personnel so as to oppose certain groups to others, for example 
men against women, white against colored, and try to impose mem- 
bership in company unions, etc. 

It is thus obvious to anyone who tries to get past the surface appear- 
ance of things that wage rates depend in large measure on positive 
action which employers’ and laborers’ organizations exercise or try to 
exercise, whether directly on each other or through the medium of 
public opinion or public authority. In the modern world, profit has 
taken on a collective character; it tends to become, at least in a cer- 
tain measure, a class income. It obviously does an entrepreneur no 
good to better his methods of production if an increase in wage rates, 
accepted or suffered by his association, raises in greater proportion 
his costs of production. Efforts on the level of plant management 
appear insignificant beside efforts on the level of collective action. 
A number of entrepreneurs have become aware of this fact and this 
tends neither to stimulate their activity along the line of internal 
organization of their factories nor to diminish the intensity of social 
conflicts. 

2. Toward those who provide capital entrepreneurs may likewise act 
in various ways, almost all of which again involve positive or direct 
action. 

To reduce the rate of interest they may reduce as far as possible 
their demand for money, or indeed exercise pressure on the monetary 
authorities to adopt a policy of liberal credit and cheap money. To 
diminish the cost of repaying previous loans they may favor monetary 
devaluation and, in a general way, favor any measures which will 
stimulate rises in prices, while they will try to prevent any large-scale 
action tending to lower them. 

Moreover, conflicts may arise between shareholders and manage- 
ment. For a long time we assumed that their interests were identical, 
the management being mere agents of the shareholders, both groups 
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eager for profit. But realistic analysis shows that all too often man- 
agers act as though they were the sole claimants to profit, the share- 
holders tending to be transformed to pure capitalists, capitalists who 
receive not a fixed rate of interest but a remuneration varying in a 
certain degree with the results of the enterprise. If this view is accepted, 
we must conclude that the managers, the real directors of the concern, 
may increase their profits by diverting to their advantage those gains 
which would normally go to the shareholders, whether by allocating 
to themselves exorbitant salaries or by pursuing policies of internal 
financing having no aim except that of procuring for the directors of 
the mother-company new and well-remunerated administrative posts. 

The struggle between entrepreneurs and capitalists always seems to 
be less violent than that between entrepreneurs and laborers. This is 
because a profound solidarity exists between them, they belong to 
closely related social classes, and the support of the capitalists is 
indispensable to the entrepreneurs when they appear before the public 
authorities to plead for various measures. This fact explains why the 
attacks are less violent, why the proceedings employed are generally 
subtle. None the less, the antagonism exists, partial if not total. 

3. Toward the public authorities, finally, there is exerted very 
strong pressure aiming at the reduction of those fiscal charges which 
are a part of the costs of production. The measures taken are very 
diverse. There is fraud, pure and simple. There is the attempt to se- 
cure legal exemptions by influencing the legislature, an attempt pur- 
sued to abusive lengths, we must admit, in France, where fiscal laws 
wind up entirely crippled by provisions designed rightly or wrongly 
to secure special privileges for certain groups. Finally, there are cam- 
paigns against particular duties, financial support of political parties, 
etc. 

Without doubt, all this activity regarding wages, interest and taxes 
would not, in itself, be any guaranty of high profits. For these to 
occur, selling prices must not decrease along with wages, interest and 
taxes. But it is obvious that any action tending to reduce the latter, or, 
at least, to prevent them from rising, facilitates the quest for profit, 
for it is always easier to keep selling prices from falling than it is to 
raise them. 

We shall now conclude our exposition by emphasizing certain pre- 
viously unknown or neglected features which seem to be characteristic 
of profit. 

a. Profit is described here as the income of those who struggle for it. 
Profit is not the income of those peaceful folk who bring something to 
the market for sale and wait quietly for what they may receive in 
exchange. Profit is the income of those who fight and who love the 
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battle. It is not the remuneration for the sale of something but the 
reward of victory. 

b. Profit is the result of action performed not in a static world 
within the limits of a given social mechanism but on the circumstances 
themselves, and on the underlying structure. To be sure, in every 
country, entrepreneurs generally appear in politics as the vehement 
partisans of the conservative parties. They conceive themselves—quite 
honestly—as wishing to conserve the established state of affairs, some- 
times even to restore a former state. But they have themselves been 
the most potent force in destroying that former state.*® As for the 
present state of affairs, it is quite impossible for them to leave this 
unchanged without drying up the source of their profits. To be sure, 
entrepreneurs of today have a tendency, to use Sombart’s phrase, to 
grow fat and sluggish. They are being transformed from conquerors to 
administrators. But these administrators are always, in their own way, 
active agents in the transformation of society, dangerous revolution- 
aries we might say if we were not afraid of scandalizing them! Their 
purpose is not the same as that of the labor unions. They are less con- 
scious of their purposes than the unions. But, whether they take any 
account of it themselves or not, by their constant search for increased 
profits they create a flow of new products, techniques and forms of 
organization. By their efforts, static competition tends to retreat be- 
fore oligopoly and monopoly, while the public authority, particularly 
in times of crisis, constantly increases its area of intervention. Indeed, 
they try to dominate the public authority itself by carrying out their 
activity within the very core of the administrative organs of the state, 
legally or illegally. Wherever one turns it appears that the quest for 
profit has been, since the beginning of the 19th century, one of the 
sources of transformation of the capitalist regime, that profit is the 
result, in large measure, of positive action exerted on the whole eco- 
nomic environment. 

In this way we may explain why the theory of profit has for a long 
time represented one of the weakest points of the classical doctrine. 
That doctrine did furnish an explanation of wages, interest and rent. 
The explanation, from our point of view, remained superficial because 
of its refusal to integrate social and institutional factors, because of 
its willingness to reason within the limits of an environment considered 
as immutably given. The classics none the less gave the illusion of 
accounting for those incomes. And, in so far as one was willing not 
to go to the root of things, they accounted for these incomes quite 
effectively. 

See my article on “Problematique de la libre concurrence” in Wirtschaft und Recht 
(1949), p. 73. 
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In dealing with profit, on the other hand, they were helpless. In a 
world where the environment remained unchanged, and where competi- 
tion was, in every sector, absolutely perfect, there would be no place 
for any regular and lasting profit. The classical economists, at least 
their more modern representatives, understood this. The explanations 
they have proposed consist therefore in showing that in fact competi- 
tion cannot be perfect. The factors of production, claim those who 
hold the modern theory of surplus,” are never perfectly divisible, in- 
dustrial equipment particularly cannot be varied except by discontinu- 
ous amounts. Delays in increasing this equipment are inevitable. From 
this fact arise those rents which, taken collectively, we call profit. 
Not everyone can set himself up as the head of an enterprise, as 
Knight” points out in his theory of uncertainty and Landry” in his 
theory of the relative scarcity of entrepreneurs. One needs certain 
personal qualities, a taste for risk, the financial ability to make the 
necessary guaranties. The number of entrepreneurs is necessarily 
limited. Competition among them is restricted. They are able to obtain 
an income. 

But once we have taken this route, we are led either to maintain 
that entrepreneurs are passive individuals, gathering in those rents 
which result from the imperfections of competition—-an astonishing 
position to take in a regime which is founded, so to speak, upon the 
entrepreneur and profit—or we are led to think that entrepreneurs act 
upon the economic environment in such a way as to try to aggravate 
the imperfections of competition in order to bring about the existence 
of those gains which they are supposed to be seeking. This is indeed 
what Schumpeter suggests in an analysis that is from our point of 
view too limited. But Schumpeter is not really a classicist since indeed 
he accepts as a proper subject for discussion the basic premises or data 
of the economic system. We are for our own part persuaded that the 

See M. Amonn, Grundziige des Theoretischen National Okonomie (Bern, 1948), 
pp. 132 ff.; Barnett, “The Entrepreneur and the Supply of Capital,” in Essays in Honor 
of J. B. Clark (New York, 1927) ; Fellner, Monetary Policy and Full Employment (Berkeley, 


1946), pp. 52 ff.; Foster and Catchings, Profits (Boston, 1925), pp. 98-169; Gordon, 
“Enterprise, Profits and the Modern Corporation,” Readings in the Theory of Income 


. Distribution (Philadelphia, 1946), p. 558; Hahn, “A Note on Profit and Uncertainty,” 


Economica (Aug. 1947); Haley, “Value and Distribution,” in Ellis, A Survey of Con- 
temporary Economics (Philadelphia, 1948) ; Hawley, Enterprise and the Productive Process 
(New York, 1907); Hart, “Risk, Uncertainty and the Unprofitability of Compounding 
Probabilities,” Readings in the Theory of Income Distribution, p. 547; Tintner, “A Note 
on Economic Aspects of the Theory of Errors in Time Series,” Quarterly Journal of 
Economics, 1939. 

™ Knight, article “Risk,” Encyclopedia of Social Sciences; Risk, Uncertainty and Profit 
(Boston, 1921), pp. 31-46; “Profit,” Readings in the Theory of Income Distribution, p. 533. 

™ A. Landry, Manuel d’Economique (Paris, 1908); “Sur la théorie du profit,” Revue 
d’Economie Politique, 1938, p. 1473. 
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science of economics which the present generation should construct 
must be a science without premises, a science which considers, in the 
long run, the environment itself as a variable, depending at least 
partially on the action of economic factors and modified progressively 
by the functioning of the system. But if that is the case, the theory of 
profit will necessarily occupy, at least so long as we are in the capitalist 
phase, a place of the first importance in the new body of theory. 


AutTHor’s NoTE ON EpiTorIAL COMMENTS 


We often say that Science knows no Fatherland. By this we mean that 
scientific laws are valid for every country and that it does not matter what 
may be the nationality of those who discover them, provided only that 
they are seeking for the truth. 

In the field of economics we confront two obstacles to international sci- 
entific discussion. First, the structure of the economy varies from one country 
to another—e.g., in the degree of concentration of industry, in methods 
of government, in the reactions of producers and consumers, etc. Conse- 
quently, what appears natural to the students of one country may seem 
strange and novel to those of another country. A factor which plays a de- 
cisive réle in one continent may be quite secondary in another. Secondly, 
despite ever closer international relations, climates of opinion continue to 
be different. A method of reasoning which seems normal to some may 
astonish others. But we must never lose sight of the fact that combining 
these different methods is an essential factor in progress. Economists, for 
instance, may well differ on the degree of state intervention which is de- 
sirable. But we are all in agreement in thinking that the advancement of 
our science presupposes the maximum degree of freedom and competition 
in research and in the exposition of our results. 

The American Economic Review informed me that they found my es- 
say interesting and that they would be glad to publish it, but that since 
I was addressing American readers conditioned by a particular literature 
and living in a particular environment it would be desirable for me to make 
certain points with more emphasis than I might if I were addressing my 
usual European readers. In this connection I have received two notes by 
editorial readers, which I shall call Note A and Note B. They have been 
very valuable to me. First, they have enabled me to correct certain errors, 
but even more, they have led me to understand on what points I risked 
surprising my American readers. 

I have decided, therefore, to summarize them. In Note A I read, 
“Marchal’s aim, as I understand it, is to explain the income category that 
would be reckoned as profit by a business man or an accountant, not the ideal 
category that economic theorists talk about which separates monopoly rents 
and wages of management from pure profit. . . .” 

This is correct. To be entirely clear, however, I wish to point out that, in 
my opinion, as Alfred Marshall has emphasized, we theorists should always 
attach the greatest importance to the conceptions elaborated by businessmen 
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and accountants. They are the real agents of the economy and they must 
act upon those conceptions. When we study profit what we should explain 
is the income category which businessmen call by that term. For this 
purpose we have the right to construct ideal categories, but upon the condi- 
tion that they lead finally to a complete explanation of the real category, 
which is alone important. 

Now it seems to me that the traditional attitude, which consists of dis- 
tinguishing in the profits of businessmen a managerial salary, a monopoly 
rent, etc., while entirely legitimate, is insufficient. It explains only a part of 
businessmen’s profits and, in my opinion, not the most important part. It 
points out the factors which act on certain elements of businessmen’s profits 
but leaves unexplored very important factors which act on other elements 
or on the total situation. In short, the traditional explanation seems to me 
to be centered on the secondary rather than the primary issues. Why? In my 
opinion—and I shall try to demonstrate this—because it does not take suffi- 
cient account of the structural transformations which are produced, whether 
slowly or rapidly, in the entire economy; because it assumes a static and not 
a dynamic world, a world where the degree of competition does not change, 
a world without that intervention of the public authority which is so 
prevalent in the real world. 

In view of these conditions I have formed opinions which the author of 
Note A has described very adequately. I prefer to leave the last word to him: 
“Marchal dismisses as unsatisfactory theories that depend on scarcity of 
entrepreneurial ability since such gains are limited to returns from exploiting 
a given situation. He also considers Knight’s uncertainty theory inadequate 
because he thinks superior ability or luck in guessing the turn of the market 
represents a very limited description of the qualities and activities that pro- 
duce profit. Presumably his conception leaves room for both the factors 
mentioned above. Marchal, however, puts heaviest stress on those activities 
of businessmen designed to alter the existing state of markets. This includes, 
of course, innovating activity of the kind on which Schumpeter based his 
theory, but it goes beyond it. Marchal would emphasize the efforts of indi- 
vidual firms and groups to alter the political framework to their own ad- 
vantage in such spheres as taxes, tariffs, subsidies, government contracts, 
regulatory arrangements, money, prices and inflation, and labor relations.” 

I am equally in accord with the author of Note B when he says that M. 
Marchal’s article “has little if anything to do with the theory of profit 
as it is generally understood. His strictures against the existing theory come 
down to saying that profit theorists would have been better off if they had 
studied something else.” 

If I may add one more word, I should say that economic theory has up to 
the present taken very full account of individual factors, but that it must 
go further—this is the course which I am taking in my own work—that it 
must introduce beyond this, into the body of the theory itself, factors of a 
sociological nature, especially all those activities which are carried out 
through the care of or by the agency of the State, or which have as their 
purpose the modification of the whole market structure. (See in this sense 
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my article on “La Crise Contemporaine de la Science Economique,” Banque 
[Jan., 1951], p. 1.) 

All these factors certainly operate very strongly in Europe. Do they ex- 
ercise as powerful an action in the United States? I cannot say. The Ameri- 
can readers of this essay can answer this better than I. To be quite frank, 
I should be most surprised if these factors were completely absent there. 
It therefore seems to me useful to study them. I teave open two questions: 
“In what measure are they present in the United States at the present time? 
Is their importance tending to increase or to diminish?” 

The two notes which have been communicated to me seem to admit that, 
while they are less prevalent than in Europe, they are nevertheless and with- 
out any doubt active in the United States. 

“In this emphasis, Marchal seems to me to reflect the expanded role of 
government everywhere and possibly to express the difference between the 
significance of government on the Continent and its importance in the U.S. 
and U.K. that goes back several generations” (Note A). 

“On one hand, Marchal is describing in interesting fashion a type of be- 
haviour by entrepreneurs that is widespread and important. This behaviour 
is particularly important on the European continent. Indeed, I am enormously 
more sympathetic toward Marchal’s piece than I would have been before my 
stay in Europe. The difference between Europe and the United States that 
most impressed me was precisely this difference in the structural organization 
of the economy. Restrictions upon entry, concerted cartel practices, use of 


the government to maintain vested positions, and the like, are the rule there 
and as a result the economy is highly rigid and extremely inefficient. By 
contrast, we have the purest of pure competition. Marchal gives implicitly a 
summary of the kinds of practices followed that is reasonably exhaustive and 
of considerable interest” (Note B). 
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ON MAXIMIZING PROFITS: A DISTINCTION 
BETWEEN CHAMBERLIN AND ROBINSON* 


By STEPHEN ENKEt 


I.—Introduction 


The recent debate on “marginalism,” which it is not intended to 
resurrect, appears to have overlooked an important distinction be- 
tween the theories of Professor Chamberlin and Mrs. Joan Robinson. 
In many respects the ideas—and as Triffin has pointed out, the lan- 
guage also'\—of these two authors are often very similar. However, it 
is a mistake to assume that they are analyzing the same subject.’ 
In many respects Chamberlin is extending the Marshallian tradition, 
but with a revolutionary addition; he is studying competition with 
product differentiation.’ Logically, as Triffin has pointed out,‘ the ad- 
vent of product differentiation destroys the concept of industries and 
groups, and so Chamberlin has really taken a first step towards ex- 
plaining the competitive adjustments of different product-making firms 
within the economy. Mrs. Robinson, despite the misleading title of her 
celebrated book,® is concerned only incidentally with competitive ad- 
justments; excepting Chapter 7, she is almost exclusively bent upon 
analyzing an isolated monopoly or contrasting it with competition. 
This distinction is important because it affects the ability of each theory 
to make predictions regarding the typical adjustments of sets of firms. 

One of the main potential uses of value theory to the economist is as 
a predictive aid. This is particularly so, when as is so often the case, 


* Many of the ideas in this paper have been inspired by the thoughts and work of Pro- 
fessor A. A. Alchian. (Cf. “Uncertainty, Evolution, and Economic Behavior,” Jour. Pol. 
Econ., Vol. LVIII, No. 3 [June, 1950], p. 211 et seq.) 

+ The author is lecturer in the School of Business Administration, University of California, 
Los Angeles and is associated with the Rano Corporation. 

* Dr. Robert Triffin, Monopolistic Competition and General Equilibrium Theory (Harvard 
University Press, 1940), pp. 38-46. 

* This has, of course, been frequently pointed out by Professor Chamberlin. It is inter- 
esting to note this is also the opinion of Professor George J. Stigler. (See his “Monopolistic 
Competition in Retrospect” in Five Lectures on Economic Problems, London School of 
Economics and Political Science (Macmillan Co., New York, 1950), Lecture 2. 

*The Theory of Monopolistic Competition (Harvard University Press, 1935). 
* Op. cit., pp. 81-85. 
*The Economics of Imperfect Competition (Macmillan, London, 1933). 
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the economist is concerned with public policy. He wants to employ 
value theory to predict the average effect of this or that autono- 
mous event—and especially of actual or proposed government ac- 
tions—upon the prices, outputs, employment, etc., of some industrial 
or regional class of firms. Professor Chamberlin’s theory of monopo- 
listic competition—or competition with product differentiation—is in 
many respects a long-run theory and can make aggregate predictions 
without resorting explicitly to the assumption that each firm knows how 
to maximize profits. Mrs. Robinson’s analysis of isolated monoply can 
be used to make predictions regarding aggregate behavior only in so far 
as it can be relied upon to predict individual behavior; and this in turn 
requires the assumption that each firm knows in advance how to 
maximize profits, and succeeds in doing so. 

It is the contention of this paper that it is quite unreasonable to 
suppose that each firm acts to maximize profits. The explanation of 
this unreasonableness is not simple ignorance of the logic of profit- 
maximizing theories or the practical impossibility of knowing all the 
relevant functions of the moment and relating them to one another. 
It is also that, in the face of future uncertainty, the profit-maximizing 
motive does not provide the entrepreneur with a single and unequivocal 
criterion for selecting one policy from among the alternatives open to 
him. The desire to maximize profits does not constitute a clear and 
unique behavior prescription; consequently, the economist cannot 
make individual-firm predictions in the short run. In the long run, how- 
ever, if firms are in active competition with one another rather than 
constituting a number of isolated monopolies, natural selection will 
tend to permit the survival of only those firms that either through good 
luck or great skill have managed, almost or completely, to optimize 
their position and earn the normal profits necessary for survival. In 
these instances the economist can make aggregate predictions as if each 
and every firm knew how to secure maximum long-run profits. This 
“as if” assumption is far more reasonable in the case of Professor 
Chamberlin’s theory than in that of Mrs. Robinson. 


II.—On Predicting Individual Firm Behavior in the Short Run 


The necessity for assuming that firms know how to maximize profits 
ex ante,® in order to use isolated monopoly analysis for predicting indi- 
vidual firm behavior, has been stated by Mrs. Robinson herself. She 
asserts that (op. cit., p. 6): 

. .. The use of marginal curves for the analysis of monopoly output con- 

tains within itself the heart of the whole matter. The single assumption 


* 1.e., know how to act in advance of coming events so as to secure maximum profits. 
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which it is necessary to make in order to set that piece of apparatus .. . 
at work is the assumption that the individual firm will always arrange 
its affairs in such a way as to make the largest profits that can be made 
in the particular situation in which it finds itself. Now it is this as- 
sumption that makes the analysis of value possible. If individuals act 
in an erratic way only statistical methods will serve to discover the laws 
of economics. . . . 


The purpose of this section is to demonstrate that it is impossible for 
each isolated firm to maximize its profits. Hence, even if the economist 
knows all the relevant revenue and cost functions, he can not predict 
how each firm will act or react to old or new circumstances. Mrs. Robin- 
son’s “single assumption,” although often made by others, is extrava- 
gantly unrealistic; all that depends upon it is therefore useless for 
prediction, unless there are reasons for supposing that the theory yields 
reliable predictions for other reasons.’ 

The fundamental difficulty is that a desire to maximize profits does 
not provide the entrepreneur with an action prescription. He does not 
know how he should act just because he knows he wishes to secure 
maximum profits. When the future outcomes of present decisions are 
uncertain, motivation does not constitute a criterion for each entre- 
preneur.® 

An extreme gambling example may help to clarify the distinction 
between motivation and criterion. One gambler might be given a hun- 
dred dollars and told to make a single bet at a roulette table and 
“maximize profits”; another player might similarly be given one hun- 
dred dollars, but be told to “maximize losses.” If they are obedient, 
both gamblers will play a number rather than a color because, if they 
are ever to secure the maximum profits and maximum losses that they 
respectively seek, the longest odds provide profits or losses at the 
highest rate; if they both played a color, they would be acting in a 
manner inconsistent with their instructions. Actually, both gamblers 
might play the same number without disobeying their instructions. Of 
course, if the gamblers had previously determined that 17 won more 
often than any other number, and 21 less often than any other number, 
then the profits-maximizing gambler should play 17 and the loss- 
maximizing gambler should play 21.” 


* See Section III on the possibilities of leaning on the “as if” justification. 

* For the purposes of this article, and in order to avoid unnecessary controversy, let us 
stipulate that the goal of entrepreneurs is maximum profits in the above sense, and not 
social esteem, personal power, or a quiet life. If a firm has the choice of A or B actions, 
and it “knows” A will always occasion more profits than B, it will be assumed to elect the 
former policy. Let us also assume that entrepreneurs possess electronic computers and are 
therefore capable of going through all calculations of the kind described in textbooks. 

* This statement implies that the past frequency distribution can hardly be attributed 
to chance and that there are no reasons to suppose that the roulette table has recently been 
adjusted. 
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Unless people have beliefs concerning the likelihood of certain future 
events occurring, a specific motivation cannot provide them with a 
criterion for selecting one alternative over another. The economist 
cannot predict how an individual entrepreneur will act if the economist 
does not know the entrepreneur’s assessments of future probabilities. 
This difficulty is only partly mitigated when all entrepreneurs and all 
economists have perfect knowledge of the frequencies with which dif- 
ferent events have occurred in the past; after all, in our changing 
economies, almost everyone senses that the past is an unreliable and 
uncertain guide to the future. 

Even if an economist does know an entrepreneur’s view of the future, 
the economist can not normally predict the entrepreneur’s decisions, 
because rational behavior is ambiguous when the entrepreneur is 
uncertain regarding the future. In reality each possible decision does 
of course have a unique outcome—but very few entrepreneurs probably 
assume a single possible outcome for each policy. If an entrepreneur 
is of a contemplative nature, he may assign various probabilities to 
different profit outcomes for each alternative policy. If he does not do 
this, no external observer can hope to predict the actions of a particular 
entrepreneur. However, even if he does do this, there are grave 
difficulties. 

Let us suppose that each entrepreneur goes through the following 
mental processes. For each possible action he constructs a frequency 
distribution giving his view of the probability of each possible mag- 
nitude of profit or loss. It does not follow that the desire to maximize 
profits provides him with an unequivocal criterion for rejecting all 
policies save one that is preferred. 

Our entrepreneur may decide he has the following two alternatives: 
(a) with an expected mean profit of $25,000 and (b) with an expected 
mean profit of $30,000. Does it follow that he should or would select 
(b)? The two frequency distributions that yield these average profit 
values will almost certainly have a different dispersion and this differ- 
ence can be significant. Suppose the estimated profits range in the 
case of (a) from $50,000 to minus $25,000 and in the case of (b) 
from $90,000 to minus $90,000. Might he not, depending upon his 
individual temperament and personal circumstances, select (a) in 
preference to (b), despite a lower expected mean value?’’ 

It is not a valid objection to point out that repeated investment in 
(b) is a preferable policy to repeated investment in (a). The law of 

* Particularly, an investor of modest means might prefer A because a loss of $10,000 
would deprive him of sumptuary satisfactions having a great utility to him, whereas a rich 
man might experience little change in life following from such a loss; it is often said that 


rich men and wealthy corporations can alone “afford,” in some subjective sense, to furnish 
“venture” capital. (Cf. my Intermediate Economic Theory (Prentice-Hell, 1950), Chap. 


31.) 
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averages in this instance does not have the same relevancy for en- 
trepreneurs as it may possess for roulette players. A gambler can often 
continue to play the same game at the same odds and stakes until he 
has at least caught up with the “expected” or mean result. But an 
entrepreneur does not have an opportunity to risk the same investment 
in the same way at the same odds over and over again. Many invest- 
ment situations are unique and the passage of time may sweep them 
away. For these reasons an entrepreneur often cannot say which of 
several overlapping possible profit distributions is the “best”; he can- 
not sensibly consider only their means while disregarding their disper- 
sions.”* 

Economists who believe in the meaningfulness of “maximizing 
profits,” as an action prescription, may counter by suggesting that 
each entrepreneur assigns a utility weight for each several $100 of 
incremental profit and loss, and makes the maximization of expected 
utility his aim and test. The more sophisticated may argue that, inas- 
much as utility and profits are monotonically related and we are only 
interested in the directions in which entrepreneurs react to autonomous 
events, this substitution of utility maximization for profits maximiza- 
tion does not seriously affect the ability of value theory to predict the 
behavior of individual firms. This is of course a possible theory.” 

However, it is not a very convincing theory because there are so 
many other possible theories, based on alternative suppositions regard- 
ing entrepreneurial criteria, that one could support as eloquently. One 
might assert that entrepreneurs always select that policy which has a 
subjective profit distribution containing a larger profit area than any 
other. Or one might attribute a min-max philosophy to entrepreneurs, 
and assert that they will always select that policy that has the smallest 
possible loss. Mean utility is only one of several possible criteria. 

Moreover, the idea that entrepreneurs seek to maximize expected 
utility is not a very useful theory for predicting the actions of individual 
firms. An external observer can hardly know the subjective probability 
distributions in the mind of management or the utility of money to the 
entrepreneurs involved in decision making. A fortiori, if there is no 
rational way in which a firm can determine the single best policy to 
follow, an economist cannot predict the actions of a single firm. 

Where does this leave Mrs. Robinson? The idea that value theory 
can proceed in terms of utility rather than profits provides her no 


™ Cf. the discussion of Monte Carlo and insurance by Mr. H. D. Henderson in his 
remarkably compact and stimulating Supply and Demand (Pitman, 1921), p. 106. 

“It is an approach used ingeniously by Milton Friedman and L. J. Savage in “The 
Utility Analysis of Choices Involving Risk,” Jour. Pol. Econ., Vol. LVI, No. 4 (Aug., 1948), 
pp. 279-304. 
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escape because she is explicitly concerned with analyzing those actions 
of firms that will give them maximum profits after the event. Unless 
the management of each firm hypnotizes itself into believing a unique 
outcome for each act, and disregards all other possible outcomes, the 
desire to maximize profits does not provide a criterion for selecting the 
best policy. Even such successful hypnosis would not of course ensure 
the securing of maximum profits. And the economist will not know 
these subjective beliefs of managers concerning the future. It is hard 
to see how Mrs. Robinson’s analysis of isolated monopoly can be used 
to predict the acts of an individual firm. 
III.—Long-Run Viability Analysis 

It does not follow, because an economist cannot predict individual 
firm behavior in the short run, that he can never predict aggregate 
firm behavior in the long run. The greater the intensity of inter-firm 
rivalry, the more competent is the economist to make long-run predic- 
tions of aggregate firm behavior. Perhaps, under certain circumstances, 
we can predict as if firms do in fact maximize profits by consciously 
equating marginal costs and marginal revenues.** 

A firm’s survival depends usually upon its ability to escape negative 
profits. If there is no competition, a great many policies—all “good” 
but only one “best”—will permit an isolated monoply to survive; the 
fact that such a firm exists is no reason for supposing that it is securing 
maximum profits."* However, if there is intense competition, all policies 
save the “best” may result in negative profits, and in time elimination; 
then firms that survive must, through some combination of good luck or 
good management, have happened upon optimum policies. If environ- 
mental conditions are such that surviving and competing firms earn 
zero profits, we can often assume that they are securing maximum 
profits: it may then be justifiable to pretend that these firms cleverly 
and deliberately equated marginal revenue and marginal costs in all 
the various dimensions.’* However, this “as if” approach can only be 
validly used for the special case of intense competition in the long run. 

Unfortunately, as is well known, long-run equilibrium is in practice 
never attained. The processes of long-run adjustment are always being 
interrupted, before their work has been completed, by some new 
autonomous event. This has important repercussions. It means that 
maximum possible profits of the moment may be far in excess of zero 
profits. It means that the essential condition of continued survival 
becomes the earning not of maximum profits (including the case of 

“Cf. Friedman and Savage, op. cit. 


** Which is the supposition of Mrs. Robinson. 
* This is Professor Chamberlin’s “tangency solution” case. 
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zero profits), but of zero or positive profits (including submaximum 
profits). Moreover, it means that the firms that exist at any moment 
will include both those that are destined to survive and those that are 
not. Hence the economist cannot proceed to predict actual aggregate 
behavior, even for those firms that will survive, as if each one arranged 
its affairs according to the precepts of marginal analysis. If the environ- 
ment is changing rapidly and unexpectedly, some poorly managed 
firms will survive and some well managed firms will expire.’° 

Nevertheless, long-run forces are always at work, even if long-run 
equilibrium is never quite attained. These long-run forces of adjust- 
ment operate in the main through the effect of altered conditions of 
survival and the births and deaths of firms. In most trades and indus- 
tries, a considerable number of firms are born and die each year, and 
the existing population of firms in any locality adjusts in time to the 
current possibilities of survival.’ 

Consequently, so long as competition is sufficiently intense that zero 
profits would result in the long run, the economist can probably detect 
the direction in which average adjustments will proceed. He can predict 
directions of change, if he is willing to overlook the variance of indi- 
vidual behavior, as if firms always maximize profits in the end. How- 
ever, he must supplement this marginal analysis with viability analysis 
or he may reach false conclusions."* 

For example, some would hold that a 50 per cent profits tax on cor- 
porations, even when it is not permitted to “carry-over” losses, will not 
alter the output and employment of a corporation. According to mar- 
ginal analysis, is not a given percentage of maximum profits always 
better than a given percentage of submaximum profits, and does not 
each corporate entrepreneur consequently ignore the tax in its de- 
cisions? The trouble with this view is that it ignores uncertainty and 
long-run adjustments. The mean retained profit of all corporations, and 
the variance of their experienced profit distributions, will presumably 
be reduced by the profits tax. Consequently, fewer corporations which 


**In the field of biology we do not make the mistake of attributing outstanding analytical 
ability to those houseflies that find themselves inside a warm house on a cold night. We 
realize that flies that are just as clever are dying outside. Those entrepreneurs who survive 
are those who took a satisfactory course of action (not necessarily the best) for some reason 
(not necessarily the correct one). 

One often fails to appreciate the extent of business fatalities due to preoccupation with 
the successes of existing firms; such myopia might be lessened if more periodicals bore 
such doleful names as DEATH or MISFORTUNE. 

** These statements assume that there are always some survivors. In some trades—e.g., 
small roadside eating places—there may be such a relatively large and steady influx of new 
annual capital, supplied by perennial optimists who want to be their own bosses, that 
optimum policies cannot even ensure survival. Hence, while matters might settle down to 
some “steady-state” flows, the identity of existing firms may be constantly changing. 
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now exist are likely to survive, and fewer new corporations are likely 
to come into existence. An economist naturally cannot predict which 
corporation will now die rather than live, or will now never be born at 
all, but he should be able to form a reasonable opinion concerning the 
incidence of a profits tax upon the number of corporations.”* 

In predicting the consequences of some environmental change, such 
as a new tax, subsidy, or technology, the economist can only adopt the 
as if approach, and employ marginal analysis, if there is intense com- 
petition. However, he can then employ viability analysis also; he can 
consider the altered conditions of survival that will now, through natu- 
ral selection, affect the character of firms existing in the future.”° Will 
large firms now have a better or poorer chance of survival relative to 
small firms? Will firms that employ skilled labor now have a poorer 
chance against firms that employ unskilled labor? A consideration of 
these questions will indicate whether firms of the future are likely to 
be larger and employ more skilled labor. The character of the predic- 
tion may be the same whether the marginal analysis or the viability 
analysis is employed, and so the issue may seem rather immaterial; 
however, the language of the former method seems pedagogically and 
scientifically inferior because it attributes a quite unreasonable degree 
of omniscience and prescience to entrepreneurs.*' 


IV.—“Monopolistic Competition” and “Imperfect Competition” 

Some of the more important differences between the theories of 
competition with product differentiation (Professor Chamberlin) and 
isolated monopoly (Mrs. Joan Robinson), as they affect the ability of 
economists to predict entrepreneurial behavior, can now be indicated 
briefly. 

Professor Chamberlin’s theory is primarily a long-run theory; exit 
and entry and rivalry are an integral part of the theory, and the cost 
curves of his diagrams are explicitly long-run cost curves. On the other 
hand, Mrs. Robinson’s theory, while it could be long run at times, 
gives the impression of being primarily concerned with the short run. 
It has already been pointed out that it is invalid to assume short-run 

* If a firm, before the imposition of a profits tax, had an annual mean profits expectancy 
of zero, and a Gaussian distribution of profit and loss possibilities around zero with a 
standard deviation o, the expected profit with a 50% tax on profits will be $-.2 o. More- 
over the new variance will be .53 of the old. Altogether not a very happy prospect! 

»* Some of the consequences of this viewpoint are touched upon by E. A. G. Robinson in a 
recent book review (Economic Journal, December 1950, p. 774). 

**How many students—especially the more sensible and independently minded—have 
not objected to the notion that firms do maximize profits? They seem to understand the 
survival approach far more readily. It is the author’s opinion that economics teachers will 
do well to combine viability and marginal analyses—the survival and “as if” approaches— 
in the lecture hall. 
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profit maximization; hence her theory of “imperfect competition” is an 
invalid tool for predicting individual firm behavior in the short run.” 

Mrs. Robinsun has to assume that each firm succeeds always in mak- 
ing the most profitable adjustment possible to the situation in which 
it finds itself; Professor Chamberlin does not have to make such an un- 
realistic and rigorous assumption. Mrs. Robinson has to assume maxi- 
mum profits, as she does explicitly in the quoted passage above, because 
“imperfect competition” does not provide any other theoretical modus 
operandi. In the case of “monopolistic competition,” no explicit as- 
sumption that firms in fact always secure maximum profits is necessary 
for, besides firm entry and exit, it stresses inter-firm rivalry in terms 
of price and output, quality, and selling effort. Hence, profits are always 
being either eliminated or severely confined through competitive pres- 
sures, and surviving firms must in the long run adopt either optimum 
or almost-optimum policies. This contrast possesses significant implica- 
tions. 

“Imperfect competition” is a study of a firm in isolation for the 
most part; “monopolistic competition” is a study of the competitive 
adjustments, in many dimensions, of firms that sell differentiated 
products. Consequently Mrs. Robinson can only employ marginal 
analysis, whether in the short or long run, but this employment is 


unrealistic and unjustifiable; nor can she properly employ viability 
analysis. Professor Chamberlin, stressing the long run, can adopt the 
“as if” philosophy and make decent approximations with marginal 
analysis; or he can use viability analysis to secure approximations.” 


V.—A Possible Modification of Monopolistic Competition 


It would seem that Professor Chamberlin’s theory of competition 
with product differentiation, with one important modification already 
intimated by Triffin,* provides a useful theory of value that can aid 
the economist in predicting the behavior of firms. 

This vital modification would be to recognize that the group is co- 
extensive with the economy. Chamberlin’s revolutionary contribution 
was his vision of a world of competing and differentiated products. Also, 
it is well known that high cross elasticities are as often among different 
kinds of physical products as among products of the same technological 
class; there may be more competition between Cadillac cars and mink 

™ However, it remains a very useful tool for managers in the short run, for it explains 


what should be done to maximize profits if the management can only form some unequivocal 
opinion regarding the future outcome of each policy. 

*The word “approximations” is used because, according to the original and present 
version of monopolistic competition theory, the tangency solution of zero economic profits 
is an extreme possibility and not a theoretical necessity. 

* Op. cit., p. 85 et seq. 
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coats than between Cadillacs and Chevrolets.** Moreover, most firms 
of any consequence sell many different kinds of products, and use 
many different kinds of inputs, so that every firm has numerous com- 
petitive fronts with many firms, some in quite different product mark- 
ets. The concept of a relatively small group cannot be incorporated into 
a rigid theory, and employed to yield theoretical conclusions, without 
making many heroic assumptions.” 

The realistic detail of “monopolistic competition” remains, but sev- 
eral artificial assumptions, such as similar cost curves among members 
of the “group,” can then be sloughed off.*’ It will still be true that the 
product demand schedules that appear to confront a firm will be de- 
pendent upon the price reactions of other related firms: this will also 
be true of factor supply schedules confronting a firm. It will still be 
true that if one firm makes successful innovations, every other firm 
will in numerous ways seek to draw closer to it in imitation. It will 
still be true that the interdependence of firm profits exists through 
many links on both the output and input side, and through decisions 
regarding price, quantity, quality, and promotion. Monopolistic com- 
petition will then be able to look ai only one firm at a time—the kind 
of firm depending upon the problem—but it will continue to analyze 
it in terms of its environment. 

If one pauses to contemplate all the facets at which a single firm is 
confronted by the competitive pressures of the outside world, the pos- 
sibility that the seller of a differentiated product can hope for con- 
tinuing long-run profits, as distinct from temporary innovation profits, 
appears very unimportant. Either the possibility will be slight or the 
profits will be small. If certain firms appear to make substantial profits 
year after year, it is probably because they have succeeded in making 
a series of useful innovations, because some original windfall continues 
to be carried on the books at an obsolete valuation, or because of the 
ownership of some legal monopoly.”* 

The fundamental competition is between rival organizations of 
capitalists, investing money against one another, and the fact that they 
use physically different products and firms as instruments of their war- 
fare is rather unimportant to the fundamental analysis. Unless rival 


* Cf. Chamberlin, op. cit., p. 9. 

* Cf. Stigler, p. 16, et seq. 

* As Chamberlin does; op. cit., p. 110 et. seq. 

* Professor Chamberlin has stressed the possible importance of the copyright protection 
of brand names as a source of continuing profits (op. cit., Appendix E, p. 113, and else- 
where). This would make it seem that an economy of differentiated products is honey- 
combed with “monopoly” profits. Despite Coca Cola, and other hoary examples, this notion 
can easily be exaggerated. There are other tastes than can be cultivated—even in the cola 
drink trade—and other wants that can be satisfied. 
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capitalists obtain unfair advantages from the State, or are extremely 
lucky in some way, the attempts of each to increase his profits is likely 
to leave the average profits of a year rather nominal. And if there were 
a moratorium on external change, so that long-run equilibrium were 
one day attained, it is possible that all survivors would be left with 
almost zero profits. 

If one is willing to adopt the view that long-run profits will closely 
approach zero, and this seems a more realistic view if one considers 
each firm competing with the economy rather than with some artificially 
restricted “group,” monopolistic competition can validly proceed as if 
firms maximize profits in making long-run predictions. Also, to a con- 
siderable extent, what probably awaits one firm in the long run prob- 
ably awaits other firms which in important respects are similarly 
situated. And so aggregate predictions can be made with some assur- 
ance for groups of firms, even though formal analysis involves a single 
unreal but representative firm, and even though it will still be impos- 
sible to predict the action of any specific existing firm.*” 


VI.—Summary and Conclusions 


A number of distinctions must be kept in mind when confronted by 
the term “maximizing profits.” This term may mean that the en- 
trepreneur desires maximum profits (probable) or that he has always 
secured maximum profits (improbable). Clearly the motive does not 
guarantee the result. In fact, the motive does not even provide an 
entrepreneur with a criterion for preferring certain policies to others, 
unless he is willing to ascribe a unique outcome to each policy; if he 
admits uncertainty, and even if he assumes overlapping frequency 
distributions for each outcome, there is no rational and unambiguous 
way to determine which is the “best” policy to adopt. 

Because all firms are faced by uncertainty, and most entrepreneurs 
are very conscious of this, an external observer such as an economist 
cannot hope to predict the actions of any real and specific firm. This 
inability will be true in the short run and in the long run. It is for this 
reason that Mrs. Robinson’s theory of “imperfect competition” may 
well be useless for prediction, because it seems to depend upon the 
unrealistic assumption that each firm in every situation knows the 
most profitable policy and adopts it. 

However, an economist may, if one requirement is satisfied, predict 


In practice, when predicting, one must segregate certain “similar” firms, even though 
in theory there may be no group. These firms will all have some similar property; for 
example, if one were analyzing the effect of a reduction in wool tariffs, one might consider 
domestic firms making textiles from wool. The “representative firm” might be an average 
firm, having the average employment, output, etc., of the wool-using firms of this group. 
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the likely character of those firms in certain situations that survive in 
the long run. The requirement is that intense competition prevails, not 
necessarily among firms selling the same product in the same place, 
but among rival collections of capital that compete in many overlapping 
markets. Survivors will then tend to earn small or zero profits. The 
economist can then employ viability analysis, that is his knowledge of 
the forces of natural selection in the economic environment, to predict 
those characteristics that survivors must eventually possess. These 
survivors, consciously or not, will have made the right decisions; if 
long-run equilibrium were attained, they would be found, whether from 
luck, habit, or ability, equating marginal costs and receipts. Under 
these circumstances an economist can pretend that firms do succeed 
in maximizing profits; but this is only valid in terms of long-run 
analysis when there is intense competition. It is for this reason that 
Professor Chamberlin’s use of marginal analysis .n his theory of “mo- 
nopolistic competition” is acceptable as an approximation; surviving 
firms compete sufficiently that long-run profits must be meager, and 
when profits are meager there is little latitude for suboptimum policies. 

The logical justification for employing marginal analysis in monopo- 
listic competition might be even stronger if the group concept were 
dropped, and each firm were conceived to be in competition with vari- 
ous firms selling and buying different things in a variety, of markets. 
The obvious fact of product differentiation would then not seem to 
suggest, so falsely but insidiously, the inevitability of monopoly profits 
throughout the economy. It would still be possible to make generalized 
predictions, applicable to a group of similarly situated firms, based on 
a study of a representative firm that does not exist. The characteristics 
of survivors can then be predicted but not the fate of any actual firm 
of the moment. This is one of the paradoxes of value theory. 


A NoTE ON THE USES oF MARGINAL ANALYSIS 


The following note is appended lest “antimarginalists” should seize 
upon some of the preceding assertions as grist for their mill.*° 
If an entrepreneur knew all relevant facts and functions with cer- 


” The following are some of the more important references to the marginal analysis 
controversy, and to problems arising from uncertainty, that have appeared in the American 
Economic Review: R. A. Lester, “Shortcomings of Marginal Analysis for Wage-Employ- 
ment Problems” (March, 1946); Fritz Machlup, “Marginal Analysis and Empirical Re- 
search” (Sept., 1946); R. A. Lester, “Marginalism, Minimum Wages, and Labor Markets” 
(March, 1947); Fritz Machlup, “Rejoinder to an Antimarginalist” (March, 1947); 
H. M. Oliver, “Marginal Theory and Business Behavior’ (June, 1947); F. H. Blum, 
“Marginalism and Economic Policy: A Comment” (Sept., 1947) ; L. G. Reynolds, “Toward 
a Short-Run Theory of Wages” (June, 1948); R. A. Gordon, “Short Period Price De- 
termination” (June, 1948); and R. A. Lester, “Equilibrium of the Firm” (March, 1949). 
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tainty, and also possessed sufficient computational ability, a careful 
equating of the proper marginal values would always secure him 
maximum profits. Moreover, marginal analysis would be essential for 
indicating what facts and relationships had first to be ascertained, 
estimated, or assumed. The orthodox theory of the firm, granted 
perfect knowledge of present and future, comprises a set of logical 
propositions which are in themselves irrefutable. The real question, in 
view of the actual uncertainty of the future, relates to their ap- 
plicability. 

As a matter of fact, a corporation economist, but not a government 
economist, should use marginal analysis even when dealing with 
problems involving the uncertain future. Once he has decided what 
future values to assume, for important variables and functions, he 
should introduce them into the formulae dictated by marginal analysis. 
Having made his assumptions, he needs marginal analysis to show 
what policies can yield what it is hoped will be maximum profits. If 
retrospect reveals that the realized profits are submaximum, and that 
other policies would have been more profitable, that will not be the 
fault of marginal analysis but of the disproved assumptions that were 
employed. 

The whole situation is somewhat perplexing. As we have seen, the 
assumption that firms seek maximum profits does not enable the econo- 
mist to predict the behavior of an individual firm. However, the fact 
that few if any firms ever do secure maximum profits does not mean 
that managers should never employ marginal analysis. Quite the con- 
trary appears to be the case. Marginal analysis, given a set of expecta- 
tions, will tend to give the greatest possible profits if the future con- 
firms the expectations. In so far as the future can be dimly sensed, the 
use of marginal analysis should increase firm profits more often than 
not. Mrs. Robinson notwithstanding, it is not necessary to assume that 
firms do seek and secure maximum profits in order for marginal curves 
to be validly employed by entrepreneurs, however invalid their employ- 
ment by economists at times. 

Marginal analysis of unique future assumptions, that is the logic of 
profits maximizing, should be stressed even more in Business Adminis- 
tration than in Economics. 
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SUPPLY AND DEMAND ANALYSIS OF INTEREST RATES: 
A FURTHER ATTEMPT AT SYNTHESIS 


By ArtHur H. Leicu* 


Most of the theories which have been developed to explain market 
rates of interest are built around a supply and demand relationship. 
They differ widely in their selection of the variable or variables the 
demand and supply of which is taken to determine the rate and in their 
analysis of the forces underlying supply and demand. This paper at- 
tempts to show that a theory of interest rates based upon the supply and 
demand for loanable funds’ provides a framework into which most of 
what is useful in other theories can be integrated and that a theory 
developed in this way is sufficiently broad in scope to be conveniently 
applicable to most problems in which interest rates play an important 
réle. Its further purpose is to explore the extent to which an essentially 
partial and non-mathematical analysis of interest rates can be useful 
and accurate. Completeness in the explanation of interest rates (or of 
virtually any other magnitude or set of magnitudes in an economy) can 
be approached only in terms of a general equilibrium system such as 
that of Walras, but it may be true that beyond a certain point in this 
direction gains in completeness are more than offset by losses in clarity 
and manageability.* I shall thus follow the common practice (with its 
many pitfalls) of selecting from numerous possible variables those 
which appear most relevant to the present problem.” 


* The author is assistant professor of economics at Reed College. 

*For one of the best discussions of interest rates in these terms (known to the present 
writer), see D. H. Robertson, “Mr. Keynes and the Rate of Interest,” Essays in Monetary 
Theory (London, P. S. King, 1940), Chap. I and D. H. Robertson, “Some Notes on Mr. 
Keynes General Theory of Employment,” Quart. Jour. Econ., Vol. LI (Nov., 1936), pp. 
175-91. 

The “supply of loanable funds” is here intended to mean the flow of purchasing power 
offered for securities and other claims (including corporate equities) at various possible 
net rates of return, with the demand for loanable funds having a corresponding meaning. 

* Cf. A. P. Lerner, “Interest Theory—Supply and Demand for Loans, or Supply and 
Demand for Cash?” The New Economics, ed. Seymour Harris (New York, Alfred A. 
Knopf, 1948), pp. 655-57. 

* The reader will note differences among the sections of this paper with respect to the 
degree of abstraction from reality, e.g., between the discussion of the theory of real capital 
and the discussion of some of the characteristics of the loan market. These differences, 
though they may at times be confusing, appear inescapable in a synthesis of different 
approaches to the problem. 
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Through most of the following discussion I shall make the common 
abstraction of speaking in terms of the rate of interest. No systematic 
attempt will here be made to analyze the important and complex inter- 
relationships between different rates on various debt instruments which 
include components of risk premia, transaction costs, and monopolistic 
charges in various proportions. The common assumption is that there 
is sufficient fluidity of funds among different markets and sufficient 
arbitrage among individuals and institutions which lend and borrow 
that the whole structure of rates can meaningfully be treated as rising 
or falling in response to changes in the over-all supply and demand for 
loanable funds.* 

The inconclusiveness of part of the discussion to follow is due largely 
to the lack of adequate knowledge about significant variables and re- 
lationships. Perhaps this formulation can serve to indicate more clearly 
the nature of these inadequacies. 


I. Major Components of the Demand and Supply of Loanable Funds 


The most important element on the demand side of the market for 
loanable funds is of course the demand by business firms for funds to 
finance investment and replacement not provided for out of the firm’s 
own funds. There can be no doubt that this demand varies directly 
with the prospective profitability of real investment generally as esti- 
mated by business executives.‘ There is, however, a wide range of 
possibilities as to the interest elasticity of the demand for loanable 
funds. 

As a limiting case we may assume that entrepreneurs have such 
perfect knowledge and foresight that they can know future rates of 


* Statistics indicate a fairly high correlation between long-period trends of interest rates 
on various kinds of instruments, although it is clear that the various short-term rates 
are subject to many more cyclical and other short-period influences than are long-term 
bond yields and other long-term instruments. Historically, short-term rates are markedly 
influenced by financial crises such as those which occurred in 1893, 1907, 1913, 1920, and 
1929, while long-term securities do not reflect such sharp fluctuations. For convenient 
sources of interest rate and bond yield statistics, see Frederick R. Macaulay, The Movemeni 
of Interest Rates, Bond Yields, and Steck Prices in the United States Since 1856 (New 
York, National Bureau of Economic Research, 1938); Board of Governors of the Federal 
Reserve System, Federal Reserve Charts on Bank Credit, Money Rates and Business 
(Washington, D.C., 1941). For further theoretical studies of the relationships between 
interest rates on different kinds of securities, see Friedrich A. Lutz, “The Structure of 
Interest Rates,” Quart. Jour. Econ., Vol. LV (Nov., 1940), pp. 36-63 [reprinted in Read- 
ings in the Theory of Income Distribution, ed. Committee of the American Economic 
Association (Philadelphia, Blakiston, 1946), pp. 499-529] and works there cited; also F. 
Lavington, “Short and Long Rates of Interest,’ Economica, Vol. IV (1924), pp. 291-303; 
M. Kalecki, “The Short Term Rate and The Long Term Rate,” Oxford Economic Papers, 
No. 4 (Sept., 1940), pp. 15-22; J. R. Hicks, Value and Capital (Oxford, Oxford University 
Press, 1941), Chap. XI. 

*The theory of the real rate of return on investment is discussed below. 
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return on all new investment opportunities, that there is a very high 
degree of mobility of investment, that entrepreneurs attempt to maxi- 
mize profit, and that all investments are equally risky or that rates of 
return are calculated after allowance has been made for differences in 
risk. If the marginal productivity of capital is a function only of the 
total quantity of capital in existence, then for any relatively short 
period of time it would be unaffected by the amount of new investment 
taking place. The result would be an almost perfectly elastic demand 
curve for loanable funds at the level of the marginal productivity of 
capital.’ Businessmen would be willing to borrow to invest (or to invest 
their own liquid funds) so long as they could do so at a rate no higher 
than the return they will receive upon this increment of capital. 

If, however, the rate of return on new investment were a function 
not only of the total quantity of capital in existence but also a declining 
function of the quantity of mew investment being undertaken during 
any given period of time,’ then the demand curve for loanable funds 
would to that extent be a negatively sloping curve. A negative relation- 
ship may exist between the rate of return and the pace of new invest- 
ment (1) because a large flow of new investment may force up the 
prices of some investment goods and other costs of capital construction, 
(2) because there may exist. only a limited number of investment plans 
ready for execution and a relatively long period of time may be re- 
quired for the working out of profitable new ones, and (3) because 
at any time in a progressing economy there is not just one prospective 
yield on real investment but a wide range of prospective yields.’ Thus, 
at high interest rates, funds would be demanded only for the more 
profitable investments and at lower rates more funds would be de- 
manded, some of which would be channeled into less profitable 
ventures. 

At the opposite extreme we may assume that because of great un- 
certainty about future market conditions or because of the relatively 
low importance of interest as a cost item in business planning or be- 
cause businessmen often plan to expand operations for reasons other 
than the maximization of profit, all investment decisions are based upon 

* Even though it were assumed that the rate of return on real investment tends to fall 
as the total stock of capital in an economy increases, the increment in the total stock 


resulting from the investment of a relatively short period such as a month or even a year 
would be too small relatively to the total to have any appreciable effect upon the rate. 

*For a convenient diagrammatic representation of this set of relationships see A. P 
Lerner, The Economics of Control (New York, Macmillan, 1944), p. 336. 

* These explanations are, of course, short-run in character. Thus, the negatively sloping 
curve would have to be interpreted as relating the various rates of return associated with 
various possible quantities of net investment for the present (short) interval of time, 
given some specific quantity of new investment which had been carried on in immediately 
preceding periods. 
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considerations other than the rate of interest and that the volume of 
investment is therefore unaffected by interest rates. An intermediate 
set of assumptions appears most realistic. Although the demand curve 
for loanable funds on the part of individual entrepreneurs may be 
very inelastic within a significant range, there is probably a maximum 
rate above which many of them would not borrow, and this maximum 
rate probably varies between entrepreneurs. The aggregate demand 
for loanable funds which is the composite of all individual demand 
functions may therefore have a significant negative slope.* 

The consumer loan component of the demand for funds is compli- 
cated to a greater degree than is the business component by wide 
variations in the nature and purposes of the loans obtained by con- 
sumers (including home buyers). The far wider range of explicit 
rates in this category of loans is attributable partly to the prevalence 
of ignorance and irrational behavior on the part of borrowers and partly 
to the high transaction costs and the “high pressure” or fraudulent 
tactics of some lenders in this part of the loan market. When con- 
sumers borrow to purchase non-durable goods or services in excess of 
those purchasable with current income, their demand is based, in so 
far as it is rational at all, upon their choice of a time pattern of con- 
sumption which differs from the time pattern of their income and bears 
no clearly discernible relation to the productivity of real capital. When, 
however, such loans are for the purchase of houses or other durable 


“There has in recent years been much controversy and some empirical investigation of 
the influence of different levels of interest rates on the volume of investment. 

One study, the results of which were reported and discussed in a series of Oxford 
Economic Papers from 1938 to 1940, indicated that interest rate changes exerted only a 
slight influence on investment decisions, due primarily to the importance of other con- 
siderations including risk and uncertainty. Cf. H. D. Henderson, “The Significance of 
the Rate of Interest,” Oxford Economic Papers, No. 1 (Oct., 1938), pp. 1-13; J. E. 
Meade and P. W. S. Andrews, “Summary of Replies to Questions on Effects of Interest 
Rates,” ibid., pp. 14-31; R. S. Sayers, “Businessmen and the Terms of Borrowing,” 
Oxford Economic Papers, No. 3 (Feb., 1940), pp. 23-31; P. W. S. Andrews, “A Further 
Inquiry into the Effects of Rates of Interest,” ibid., pp. 33-73. Cf. also J. Tinbergen, 
Statistical Testing of Business Cycle Theories, 1: A Method and its Application to Invest- 
ment Activity (Geneva, League of Nations, Economic Intelligence Service, 1939). G. L. S. 
Shackle in his article, “Interest Rates and the Pace of Investment,” Econ. Jour., Vol. LVI 
(March, 1946), pp. 1-17, elaborates upon the relatively great importance of risk, the influence 
of which tends to overshadow that of interest rates in investment decisions. He suggests 
that another reason why businessmen tend to deny that interest rates have much effect 
upon their decisions is that interest rates change less frequently and are not called to the 
attention of businessmen as frequently or as spectacularly as are other influences such as 
price changes and changes in technology. He points out, however, that “where, as with 
homes, doubt concerning future return is small, there is nothing in what we have said 
which contests the belief that the interest rate can powerfully affect the demand price 
and thus the pace of investment in a given type of instrument.” A shift of emphasis from 
the influence of interest rates on the volume of credit, the pace of investment and the 
level of employment and toward its influence on the distribution of incomes and upon 
capital values is discussed by Henry C. Wallich, “Changing Significance of the Interest 
Rate,” Am. Econ. Rev., Vol. XXXVI (Dec., 1946), pp. 761-87. 
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equipment, the consumer to the extent that he is acting rationally 
would refuse to borrow at a rate in excess of the ratio of the expected 
net service yield to the cost of the durable good.® The demand for loans 
of this type would therefore to this extent be affected by the produc- 
tivity of real investment in durable consumers’ goods. There seems 
little doubt, however, that rational calculation is less common in the 
case of consumer loans than in the case of business loans. Nevertheless, 
it appears safe to assume that the aggregate volume of consumer loans 
demanded per unit of time is negatively related to the structure of 
rates and that this demand function, like that of business loans, fluctu- 
ates with the level of business activity and business optimism. 

The government demand is subject to influences which cannot be 
reduced to generalization in this context, but federal demand for funds 
is probably very inelastic during those periods of national emergency 
when government borrowing is most important. Institutional factors 
such as the relationship between the federal government and the bank- 
ing system set government borrowing apart from private borrowing, 
although it must be considered in this discussion as one of the forces 
influencing the over-all supply and demand for funds and the level of 
interest rates. State and local government demand for funds appears 
to be less interest-inelastic and more likely to fluctuate with the level 
of business activity than is federal demand and in these respects bears 
a closer resemblance to business borrowing. 

The component of the supply of loanable funds which has received 
most attention in the more traditional discussion is personal savings 
in the sense of that part of the flow of personal income not currently 
spent for consumption goods and services.*® The Keynesian influence 


*It may be noted that with competitive conditions and rational behavior, the cost of 
borrowing to purchase a durable good should be very nearly equal to the cost of leasing 
a similar unit of the same good, and it should therefore make little difference to the 
consumer which form of contract he makes apart from the fact that he would be differently 
affected by changes in prices in each of the two situations. 

“In the discussion which follows, net personal savings will mean total savings by 
individuals during a period of time minus total dissaving by other individuals during the 
same period. 

A more important problem of definition arises from the use of current income to purchase 
consumers’ durables such as houses and automobiles. Such disposal of income could 
reasonably be treated as savings which are used to purchase capital goods, i.e., used for 
investment. A further problem would then be where to draw the line between the goods 
the purchase of which would be “current consumption” and those goods the purchase 
of which would be “investment.” These “savings” would, of course, not increase the 
supply of loanable funds, but they do finance investment for which funds might otherwise 
have been borrowed. Of course, it may also be argued that current income spent for non- 
durable consumers’ goods serves to finance purchases for which funds might otherwise have 
been borrowed. Although important for some problems, these questions need no further 
discussion for the purposes of this paper. I shall treat personal savings used for the purchase 
of consumers’ durables as identical in effect to personal savings used directly to purchase 
any other type of investment or capital good. 
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which treats savings and investment as functions of income has to a 
large extent superseded the Marshallian approach, which treats these 
variables as functions of the interest rate. Thus, it is now common to 
assume that the interest rate elasticity of the volume of saving per 
unit of time is very low within a wide and relevant range. This is not a 
closed issue. We may still find that some of the critics of the 
Marshallian assumption that the total volume of saving is positively 
influenced by a rise in the interest rate (and vice versa) may have gone 
too far. Adequate empirical evidence for a conclusion either way is yet 
to be found. 

The volume of net saving cannot be taken directly as a component in 
the aggregate supply of loanable funds. A tendency to hoard or to dis- 
hoard may intervene between the volume of saving and the supply of 
loanable funds from this source within any given interval of time. 

Hoarding (increasing stocks of cash) by individuals and corporations 
arises chiefly from one or both of two causes: (1) the holding of funds 
received as income or received from the sale of other assets until it is 
convenient or feasible to invest, i.e., purchase or construct some real 
capital good, or (2) the more conscious and deliberate holding of cash 
in preference to goods or securities in order to speculate upon a fall of 
prices or a rise in interest rates." It is here that the “liquidity prefer- 


ence” concept enters the theory.”” 
When an individual saves, he may use that part of his income to 


™ For the most part, this phenomenon can be equally well represented as a fall in 
velocity (‘“V”) in the older transactions equation of exchange. The most important aspect 
of the matter is that to the extent that hoarding takes place (“V” falls) without being 
offset by an increase in the quantity of money, goods are not purchased and income is 
not created. 

™ The liquidity preference theory of interest taken alone places far too much emphasis 
upon one particular form in which assets can be held, i.e., upon only one of a great many 
alternative uses to which accumulated income can be put. Factors underlying the decision 
to save appear to be as important to the theory of interest rate determination as are 
decisions to hoard or to dishoard. Keynes provided a correction of earlier theory which 
overlooked the importance of hoarding and dishoarding, but in placing this factor at the 
center of his theory of interest, he has in my opinion swung to an opposite and equally 
inadequate extreme. It should also be noted that the liquidity preference concept when 
given such a central réle in the theory of interest requires considerable stretching in order 
to apply it to the operations of commercial banks which constitute a substantial source 
of supply of loanable funds. 

Among numerous controversial writings on the relationship between the supply and 
demand for cash balances (the liquidity preference theory) and the supply and demand 
for loanable funds are the following: J. R. Hicks, Value and Capital (Oxford, Clarendon 
Press, 1939), Chap. 12; A. P. Lerner, “Alternative Formulations of the Theory of Interest,” 
The New Economics, ed. Seymour Harris (New York, Alfred A. Knopf, 1948), pp. 634-54; 
A. P. Lerner, “Interest Theory—Supply and Demand for Loans, or Supply and Demand 
for Cash?”, Rev. Econ. Statistics, Vol. XXVI (May, 1944), pp. 88-91; William Fellner and 
Harold Somers, “Alternative Monetary Approaches to Interest Theory,” Rev. Econ. 
Statistics, Vol. XXIII (Feb., 1941), pp. 43-48; Lawrence Klein, “Stock and Flow Analysis in 
Economics” (and comments following), Econometrica, Vol. 18 (July, 1950), pp. 236-52. 
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purchase a security or a claim, to purchase or construct some real 
capital good, to repay a debt, or finally, to increase his cash balance. 
In the first case his savings would constitute a part of the supply of 
loanable funds, and in the second case he is financing investment with- 
out the mediation of the loa:. or security markets. In the third case 
he does not necessarily and directly add to the supply of loanable funds 
since his creditor may hoard the money (assuming that the debt is 


paid in money), or if the creditor is a bank, the money may simply ~ 


be destroyed. But debt repayment may indirectly add to the supply of 
funds by making it possible for the creditor to reloan. To the extent 
that an individual’s savings are actually hoarded in the form of money, 
however, they do not constitute a part of the supply of loanable funds 


for that period. 
Other major sources of the supply of loanable funds are retained 


corporate earnings, funds set aside by firms out of sales receipts to ° 


provide for the maintenance and replacement of capital, the funds of 
investment institutions including insurance companies and govern- 
mental agencies, and bank credit. 

Retained corporate net earnings are in some ways parallel to personal 
savings as a source of supply of loanable funds, but with somewhat 
different qualifications. The supply of loanable funds from this source 
in the schedule sense consists of that part of corporate earnings (plus 
other liquid assets) which management decides to offer on the security 
market or decides to lend to affiliated firms at various possible levels 
of interest rates. These decisions would be affected not only by the 
size of net income and the amount of it to be distributed as dividends, 
but also by the desire to hold larger or smaller cash balances and by 
the amount of real investment which management wishes to finance 
from earnings.’* Decisions to retain or not to retain earnings, i.e., 
dividena policy, may be influenced by market rates of interest in so far 


“There is a case for treating cash balances as a form of investment and putting the 
demand for increases in such balances on the demand side of the market for funds rather 
than treating them as an influence affecting the supply side for any given period. Then the 
marginal utility of this form of investment could be directly compared with the marginal 
utility or the marginal productivity of any other form of investment and in equilibrium 
all of these margins would presumably be equal. This case is strengthened by the extent 
to which some people or firms (e.g., brokers) borrow money to hold as cash balances for 
use in their business activities. In spite of these arguments, it appears best for present 
purposes to treat “liquidity preference” as a phenomenon affecting supply because it is 
common usage today to define investment as the actual purchase or construction of capital 
goods—a process which creates income and fits into the theories of employment which 
center around the savings—investment relationship, and it is convenient in a discussion 
such as this to associate the demand for loanable funds as closely as possible with investment 
so defined, allowing, of course, for the influence on the demand side of government and 
consumer demand for loanable funds. 

“Current net earnings used by the corporation for its own real investment could as 
well be included as part of the supply of loanable funds provided the use of such funds 
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as larger proportions of earnings ‘vill be retained the more difficult it is 
to borrow for expansion. Increases of cash balances over and above 
those needed in the ordinary course of business are commonly moti- 
vated by the desire for security even at the expense of some profit, 
but are probably negatively related to interest rates. The use of 
retained earnings to finance real investment has the effect of offsetting 
a potential demand for loanable funds by an equivalent potential 
supply. Though funds so used do not appear on the supply side of the 
loan market, they are probably closely related to it. It is reasonable 
to suppose that if market rates were to rise above a certain level, some 
of these funds might be diverted to the loan market, and the converse 
is probably also true.*® Similarly, if many firms were to increase the 
volume of investment financed by retained earnings, the supply of 
loanable funds on the loan market would be reduced, creating some 
upward pressure on interest rates. Thus the prospective productivity of 
real investment has a negative effect upon the supply of loanable funds 
via alternative opportunities for the use of funds, as well as a positive 
effect upon the demand for funds. 

Business firms provide a further source of loanable funds over and 
above their net earnings arising from the fact that their provision for 
depreciation and capital maintenance is not synchronized with their 
purchase and construction of capital goods for replacement. That part 
of gross revenue which is retained to offset the wearing out or 
obsolescence of real equipment may be held in the form of cash, or 
may be offered on the security market until such times as it is expedient 
to purchase replacement equipment. In the latter case, it constitutes a 
part of the supply of loanable funds. Again, the relevant decisions are 
based in part upon expectations of future prices and interest rates and 
in part upon general depreciation policy. It is quite likely that the 
quantity of such funds offered on the security market will be positively 
related to interest rates.”° 


is included in the demand for loanable funds, the corporation here being regarded as 
lending to itself. This procedure is not followed in the present paper because I believe 
that it is clearer and simpler for present purposes to “cancel out” these quantities. 


*It is probable that at given market rates of interest, most businessmen would be more 
willing to invest in assets with a given prospective yield if such an investment could be 
financed from retained earnings than they would be if they had to resort to the loan 
market. The relationship between market rates, prospective rates of return on real invest- 
ment, and the use of retained earnings is thus by no means a perfect one. 


“The fact that the setting aside of revenue to provide for depreciation is not synchro- 
nized with the purchase of replacement equipment sometimes leads to a contraction or an 
expansion of incomes, depending upon whether expenditures for replacement fall short 
of or exceed depreciation allowances out of current revenue. Theoretically, if the offer 
of such funds on the loan market were to encourage increased purchases of goods by other 
persons, the depressive effect of the former situation may be slightly alleviated, as com- 
pared, at least, to the retention of such funds as cash balances. 
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Little need be said about institutional savers other than credit- 
creating banks beyond recognizing their existence in the market for 
funds. A net flow of savings into savings banks and an excess of total 
premium payments to insurance companies over benefits paid out can 
be treated merely as a part of individual saving, the flow of the latter 
being very little affected, at least within short periods, by changes in 
interest rates.'’ This flow of savings plus any retained earnings on their 
assets plus dishoarding or minus hoarding at various possible levels 
of interest rates constitutes the supply of loanable funds from this 
source, and this supply is probably a very inelastic function with respect 
to interest rate changes.** Governmental lending agencies such as the 
Reconstruction Finance Corporation, the Export-Import Bank, and the 
agencies which lend to farmers provide a supply of funds which is no 
doubt also very interest inelastic and which is determined primarily 
by political influences. By channeling funds to (or from) particular 
markets they probably affect the structure of rates to a far greater 
extent than they affect the general level of rates. 

Of much greater importance to the theory being developed is the 
réle of credit-creating commercial banks. Under present conditions in 
the United States, banks provide a highly elastic supply of loanable 
funds for many types of borrowers within rather wide limits set by 
the policies of the government and the Federal Reserve System as 
well as by the individual bankers themselves. The most important dis- 
tinguishing feature of this source of loanable funds is that within the 
wide limits of monetary and banking laws and policy new purchasing 
power to supply the needs of borrowers both for purposes of investment 
and of consumption can be created without any deliberate saving 
from income or any dishoarding by individuals or institutions. From 
this fact follows the well-known and much discussed réle of the banks 
in financing relatively rapid expansion and contributing through con- 
traction of credit to equally precipitous contractions in national income. 
When planned investment exceeds planned savings, the expansion of 
bank credit together with any tendency to dishoard constitutes the 
source of funds for the expansion of money income which increases 
savings. This process, combined with the unplanned dis-investment 
brought about by increased sales resulting from expanded income, 


™ This short-run inelasticity of supply with respect to interest rates is not due so much 
to insensitivity or indifference to interest rate changes (i.e., the ratio of benefits to premiums) 
as to the fact that the proportion of mew insurance contracts on which decisions may be 
affected by this ratio is very small compared to the total of policies outstanding on which 
the insured is paying prem:ums to which he committed himself sometime in the past. 

* The supply of credit from institutions of this type may be influenced by the effect 
of interest rate changes upon the value of that part of their assets which are held in the 
form of fixed interest bearing securities, such as bonds, 
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moves the aggregate flow of savings and the aggregate flow of invest- 
ment toward equality.’® It is difficult to generalize briefly, either on 
theoretical or empirical grounds, about the character of the supply 
curve for bank credit if, indeed, the idea of a curve or function is 
applicable at all to this source. For many types of loans there are con- 
ventional rates which change rather seldom. Some would-be borrowers 
are refused loans outright rather than charged higher rates, a kind of 
rationing system. In other cases different rates are charged different 
customers at the same time, due to differences in estimated risk, in 
the terms of the loan contract, and similar considerations. In the 
absence of evidence to the contrary, it seems reasonable to assume 
that for those prospective borrowers to whom the banks are willing to 
make loans at all, the supply curve for such loans is very elastic to some 
point determined by the reserve position of the banks in general and 
after that point is reached, the curve may become very inelastic. Even 
when “loaned up,” banks may tend to refuse loans outright to the less 
credit-worthy borrowers while continuing to lend at the old rates to 
more-credit-worthy customers. Supply of bank credit may be increased 
or decreased by the deliberate policy of banking authorities who are 
supposedly motivated at times by efforts to stabilize the flow of incomes 
and the level of employment.*° 


II. Income Changes and the Demand-Supply Relationship 


Mr. Keynes criticized and rejected the “classical” theory of interest 
rate determination which treated the rate as a market price determined 
by the intersection of a curve relating the flow of saving to the interest 
rate and another curve relating the flow of investment to the interest 
rate. He argued that the relationship between a demand curve and a 
supply curve for savings cannot determine the interest rate because they 
are not independent of each other. If, for example, the demand for 
funds increases so that at current interest rates investors and others 


“If this expansion begins in a period of considerable unemployment, then production 
increases more in absolute terms than does consumption. If, however, it occurs in a period 
of full employment, consumyion is reduced primarily by the resulting fall in the purchasing 
power of a given money income. Thus, money saving becomes real saving which is not 
necessarily voluntary on the part of the real savers. 

* As credit-creating banks assume an increasingly important réle in the supply of 
loanable funds, the applicability of the concept of “time preference” to the theory of 
the interest rate becomes less and less apparent. Whatever the nature of the decisions which 
determine the supply of bank credit, it is difficult indeed to think of them as governed 
by a subjective preference for present over future goods of like kind and quantity. Time 
preference, or whatever we wish to call influences which determine the amount of voluntary 
individual saving, has a bearing upon the general problem only in so far as it affects the 
quantity of bank-financed investment which can be carried on without inflation and 
“forced saving.” 
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wish to borrow a larger quantity of funds than savers wish to lend, the 
interest rate does not merely rise to the intersection of the new demand 
curve and the original supply curve. Any increase in the quantity of in- 
vestment which actually takes place without at least an equal and simul- 
taneous fall in consumption will generate an increase in the flow of 
money income (which may or may not be accompanied by an increase in 
real income) and this in turn increases the supply of money savings. 
Thus, no determinate solution to the problem of explaining the interest 
rate is possible in these terms.”* 

Although the supply of loanable funds is clearly not the same thing 
as the “supply of savings” (i.e., the volume of money savings per unit of 
time at various possible interest rates), induced changes in money 
income and their effects on the supply and demand functions call for 
discussion in connection with the loanable funds theory of the interest 
rate. This line of criticism can, in fact, be carried a step further by 
pointing out that if an increase in investment associated with an in- 
crease in the demand for loanable funds leads to rising commodity 
prices via an increase in money income at a time of full employment, 
this rising level of prices will alter the various expectations which 
underly the supply and demand functions for loanable funds. Rising 
prices may, for example, further increase the demand for funds by 
creating more favorable profit expectations. They may reduce the size 
of the cash balances which people wish to hold and reduce the willing- 
ness to save by creating expectations of a further fall in the purchasing 
power of money. On the one hand the general rise in prices may increase 
the willingness to lend by reducing (at least in the minds of lenders) 
the risk of default, and on the other hand it may reduce the willingness 
to lend through the purchase of fixed-interest-bearing securities and 
claims (as compared with the purchase of equities and real goods). 
Further, if interest rates are observed to be rising (security prices fall- 
ing), this trend will affect expectations of future interest rate movements 
which will in turn affect the supply and demand for loanable funds and 
hence interest rates. In short, the problem is inherently general and 
dynamic while the Marshallian supply and demand analysis is partial 
and static.** But does a very similar criticism not apply to many other 
common uses of Marshallian partial analysis, particularly in those 
cases where the market in question is so large relatively to the whole 

Cf. J. M. Keynes, The General Theory of Employment, Interest, and Money (New 


York, Harcourt, Brace and Company, 1936), pp. 177-82. 
Cf. J. A. Schumpeter, Business Cycles (New York, McGraw Hill, 1939), Volume I, 


p. 78. “Of course, there is very little meaning in an application of Marshallian demand 


and supply curves to this case. They do not illustrate but rather obscure the nature of the 
relation between saving, investment, and the rate of interest. Since this relation is the net 
result of the interaction of all the variables of the system, it can be expressed only in terms 
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economy that changes in price and quantity within it have a significant 
effect upon other markets and upon such aggregates as the flow of 
money income? Markets for labor, for foreign exchange, and even for 
some important commodities in some countries may serve for illustra- 
tion. The remainder of this section is an attempt to evaluate the useful- 
ness of the supply and demand relationship as a point of departure for 
what is readily conceded to be a dynamic problem. 

At any point of time, interest rates (prices of securities), in so far as 
they are not “administered” and are free to move, are determined by 
immediate competitive bidding on both sides of the market, i.e., by sup- 
ply and demand in the immediate market sense. The quantities of loan- 
able funds demanded and offered are respectively determined by many 
factors, including interest rates and expected interest rates, money 
income and expected money income, prices and expected prices (both 
relative prices and the general price level), psychological attitudes to- 
ward risk and toward consumption versus saving, and genrally by nu- 
merous other influences, some of which were mentioned in Part I above. 
Since we are here interested in analyzing interest rate determination, we 
select this variable, the interest rate, for particular attentio. and relate 
it to quantities of loanable funds demanded and supplied in the usual 
Marshallian ceteribus paribus functions. 

As a first step toward the general and the dynamic, we may introduce 
another variable, changes in money income together with their relevant 
effects, into the simple supply and demand analysis, and in so doing, 
examine the Keynesian objection outlined above. Assuming for the 
moment a single loan market with a homogeneous credit instrument, 
suppose that an initial situation in which a demand curve and a supply 
curve establish a rate of interest which clears the market is disturbed by 
an increase in the demand for loanable funds arising from optimistic 
expectations about new technological discoveries. Unless the supply of 
loanable funds is infinitely elastic, or unless the supply curve moves to 
the right simultaneously with the movement of the demand curve and to 


of the Walrasian apparatus. From the attempt to do so by means of two independent 
single-value functions of the rate of interest nothing but caricature can result.” 

Criticism of the Keynesian liquidity preference theory of interest on similar grounds, 
i.e., that it uses static analysis for an essentially dynamic phenomenon, is expressed by 
Leontief as follows: “. . . under stationary conditions, (i.e., a situation in which none of 
the relevant economic variables such as the rate of interest, prices, etc., are changing or are 
expected to change over time) nobody would hold any money for speculative purposes; 
that is, that in such a situation Mz would be identically zero. But this is the crux of the 
whole matter. If the foregoing observation is correct, then in a truly stationary situation, 
the cornerstone of the Keynesian theory of interest—the direct relationship between the 
quantity of money and the rate of interest—falls to the ground. (M; is assumed not to be 
a function of p.)” (W. W. Leontief, Comment on Ira O. Scott, Jr., “Professor Leontief on 
Lord Keynes,” Quart. Jour, Econ., Vol. LXIII [Nov., 1949], p. 568.) 
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a degree at least sufficient to offset the influence of the increase in de- 
mand, the rate of interest will rise. I consider it reasonable to suppose 
that if an increase in supply is normally to be expected to result from an 
increase in demand, that increase in supply will not occur simultaneously 
with the increase in demand but only after a significant interval of time 
during which the funds borrowed are actually spent for investment goods 
and some part of the new money income thus created is offered on the 
loan market. These changes do not, of course, occur in sudden large 
jumps but work themselves out in a continuous process through time.” 
The market rate of interest established by the supply and demand func- 
tions here under consideration is thus a moving equilibrium rate chang- 
ing continuously through time as do the supply and demand functions 
which immediately determine it. Just as an increase in demand for funds 
may after a time affect the supply of funds via money income changes, so 
it may after a time affect supply via changes in expectations which may 
be induced by observed movements of the interest rate or of prices 
which can in turn be attributed to the assumed initial increase in 
demand. At any point of time, however, a meaningful determinate 
solution to the interest rate can be obtained in terms of the supply and 
demand for funds and the influences which underlie these functions. 

A simplified summary statement of the influence of money income 
changes upon the solution of the problem of interest rate determination 
together with some references to the rdle of elasticity conditions may 
help clarify the present argument. Let us once more assume the initial 
increase in the demand for funds. Note that the supply of loanable funds 
arises not merely from individual and corporate saving as discussed in 
Part I above, but also from dishoarding by individuals and corporations 
(i.e., the offering of formerly idle cash balances for loan) and from 
credit creation by banks. In an extreme limiting case where the quanti- 
ties of funds offered by all of these components of supply as well as the 
volume of investment™ are all independent of the rate of interest, the 
demand and the supply of funds would both be completely inelastic. 
If, as has been assumed, there occurs an increase in the demand for 
funds for the purpose of investment with the result that the quantity de- 
manded exceeds the quantity supplied, some investment plans could not 
be financed. Whether aggregate money income rises, falls, or remains the 
same subsequent to the assumed increase in the demand for funds de- 
pends upon whether the investment that can be financed during the 


* The discussion immediately to follow could of course be set up in the form of period 
analysis. I have not done so explicitly because I do not wish to obscure the essentially 
continuous character of the processes concerned. 


“We shall, for the moment, ignore consumer borrowing for non-durable goods and 
services. 
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given initial period exceeds, falls short of, or equals planned or intended 
saving for the same period of time, i.e., whether the algebraic sum of 
net dishoarding and net bank credit creation is greater than, less than, 
or equal to zero respectively. If income changes, the inelastic demand 
and supply curves will accordingly shift over a period of time. In this 
situation there is no determinate solution to the interest rate problem 
in terms of supply and demand, and the rate of interest would have no 
equilibrating influence. 

If any or all of the commonly assumed relations exist between the in- 
terest rate and the components of supply and demand, there is a deter- 
minate solution, 7.e., there is a level of the interest rate which would clear 
the market for funds and the interest rate plays an equilibrating rdle. 
These assumptions are that saving and the available quantity of bank 
credit vary directly with the interest rate and that investment and the 
desired size of cash balances vary inversely with the interest rate. Again, 
whether money income subsequently rises, falls, or remains the same 
as a result of the initial increase in the demand for funds depends upon 
whether the investment which actually occurs at the new, presumably 
higher, interest rate exceeds, falls short of, or equals planned saving 
(at the new interest rate but the initial level of money income) for the 
interval in question, i.e., whether net dishoarding plus net creation of 
bank credit is greater than, less than, or equal to zero. If and as money 
income subsequently changes, the supply and the demand curves for 
loanable funds and hence the rate of interest will also change. 

Thus, it is clear that the rate of interest established at any point of 
time by the demand and supply of loanable funds is not a general 
equilibrium solution and is not likely to continue unchanged for long 
unless at that rate planned saving equals planned investment and, in 
fact, unless every market and every magnitude is in a state of 
equilibrium. 

The introduction of changing expectations and their effects adds 
even greater complexity to the problem than does the introduction of 
money income changes, and no attempt will here be made to treat 
them exhaustively, although I shall refer to them again below. All the 
components of the supply of and the demand for funds are affected by 
them, and they may play their part as initiating disturbances in the 
market for funds or they may themselves be the result of a change in 
interest rates or in security prices. The supply and demand for some 
securities are at times dominated by speculative trading based upon 
expectations of rising or falling security prices rather than upon the 
intention to earn interest or to borrow for real investment.*° 


* Cf. R. M. Goodwin, “Keynesian and other Interest Theories,” Rev. Econ. Statistics, 
Vol. 25 (Feb., 1943), pp. 6-12, for a discussion stressing the importance of expectations 
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It is obvious that when influences such as these are accounted for, 
a great many possible patterns of effects can follow from a given initial 
disturbance, a fact which increases the difficulty of developing any 
theory of an equilibrium rate of interest.” 


III. Changes in the Quantity of Money, Prices, and Interest Rates 


A question which is very closely related to the foregoing discussion 
and to which in the light of that discussion there appears to be no 
single general answer is that of the influence of changes in the quantity 
of money upon the rate of interest. Again, a set of answers can be 
formulated, each appropriate for a different set of assumptions. Much 
depends upon the way in which new money is introduced into the 
system and upon the direction of its expenditure, and upon the ex- 
pectations which are induced. 'mmediate effects differ from long-run 
effects. 

Let us begin by assuming that wages and prices are flexible to the 
degree usually assumed in Marshallian economics, i.¢., sufficiently 
flexible to adjust toward a position of equilibrium within a reasonably 
short period of time after some change or disturbance. 

If the increase in the quantity of money is the result of a federal 
deficit with expenditures made directly as wages to government em- 
ployees and as payments for public works and the like, then there will 
be a direct increase in the demand for labor and commodities and an 
increase in incomes. If this expanded money income (including multi- 
plier effects), together with the improved cost-price relationships which 
may accompany it, improves the general business outlook, it may 
increase the demand for loanable funds by stimulating new real invest- 
ment, thus tending to raise the interest rate. On the other hand, in- 
creasing money incomes will tend to increase savings, and if the stock 
of money which has been created exceeds the quantity people wish to 
hold at the rising level of money income, the effect will be to increase 
the supply of loanable funds, which will tend to lower interest rates. 
Thus, the immediate or short-run effects would depend upon the rela- 
tive strength of these two opposing influences and upon the elasticity 
conditions which have been outlined in Part II above. If price rises 
become apparent and if the public generally projects this trend into 
the future, expectations of a fall in the real value of assets fixed in 
terms of money may make people more reluctant either to hold cash 
or to purchase securities of fixed dollar yield. This influence may force 


about future interest rates as determinants of the desire to hold cash balances or to purchase 
securities. 

*See Part V below for further discussion of the equilibrium concept as it applies to 
interest rates and to the rate of return on capital. 
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borrowers to offer better terms if they are to induce lenders to purchase 
securities in preference to real goods or equities. If, in the longer run, 
prices rise in proportion to the increased quantity of money so that 
real income has not appreciably increased, if wages and other costs 
follow the upward trend thus removing the favorable cost-price rela- 
tionship, and, finally, if the cash balances people wish to hold bear the 
same proportion to money income as before, then there will probably 
be no permanent increase in business activity and no appreciable long- 
run effects on the interest rate. The rate may not return to the level at 
which it stood prior to the introduction of the new money, but on 
a priori grounds it is impossible to determine whether it would be 
higher or lower. 

If the new money is injected into the economy by open-market 
purchases of securities by government or the banking system, or by 
the making of loans to business*’ in a way which amounts to a direct 
increase in the supply of loanable funds, the immediate effect will be a 
downward influence upon interest rates. Other effects, and particularly 
those of the longer run, will no doubt be much the same in this case as 
in the preceding case. 

If wages or prices or both are rigid for long periods of time, then 
the short-run effects of changes in the quantity of money discussed 
above will be correspondingly prolonged. An increase in the money 
supply brought about by direct governmental expenditures for goods 
and services may in this case stimulate business activity through 
expanded volume and through the absorption of unemployed resources. 
If wages and other costs are rigid while prices are not, this stimulating 
effect is enhanced by the improved cost-price relationship. In either 
case, the demand for funds would be increased. If the new money is 
injected into the system in a way which directly increases the supply of 
loanable funds, the immediate influence on interest rates may be 
downward, but even under conditions of rigid prices and/or wages, 
this effect may be very short-lived, and the stimulating influence upon 
business activity and upon investment which may soon follow would 
be likely to exert an upward pressure upon interest rates, at least 
after the inflow of money has stopped. 

Generally speaking, the flexibility or rigidity of prices and wages 
appears less important to the analysis of the influence of changes in 

*™ Banks or government agencies could induce businessmén to borrow increased quantities 
of funds either by accepting poorer risks or otherwise easing the “rationing” of credit, 
or by offering loans at lower rates of interest. If the latter method is resorted to, the increase 
in the quantity of money brought about in this way depends upon a prior lowering of 
rates unless there should be a simultaneous increase in the demand for loanable funds, in 
which case the increased quantity of money is not a cause but an effect of increased invest- 


ment and may be thought of as having prevented or limited a short-run rise in rates rather 
than having lowered rates. 
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the quantity of money upon the interest rate than does the way in 
which the new money is introduced and the direction of expenditures 
subsequent to the influx of the new money. If people receive additional 
money, they can either spend it for goods and services, purchase securi- 
ties, or hoard it. The first choice has a short-run upward influence; the 
second, a short-run downward influence; and the third, no clear in- 
fluence at all. Throughout the entire analysis, it is clear that short-run 
effects of changes in the quantity of money upon the interest rate are 
more important than long-run effects, the latter in most cases being 
negligible or unpredictable.** 


IV. Elements of a “Real” Theory of Capital and Interest 


A sound and workable analysis of the nature and scope of real 
capital, the rdle of capital in the productive process, and the nature 
and measurement of the rate of return on real capital has been worked 
out in recent years.*® Although many aspects of the theory of real 
capital are still controversial, there appears to be increasing agreement 
on its main outlines. Only the briefest sketch of the theory is necessary 
for the present purpose of relating it to the monetary and loan market 
theories of interest discussed elsewhere in this paper. 

1. The real rate of return on capital is defined and measured by the 
marginal productivity of new investment, expressed as the ratio be- 
tween a net prospective yield and the minimum cost of constructing a 
new asset capable of producing that yield. Investors will channel their 
funds into those areas in which the prospective rate of return is maxi- 


* Where the quantity of money is deliberately increased for the purpose of achieving a 
higher level of employment, I should place greater reliance upon its direct effect upon the 
demand for goods and services both for investment and for consumption and upon the 
improvement in the cost-price relationship which it would probably bring about than upon 
its supposed effect on incomes via reduced interest rates and increased investment. 

* Most noteworthy among the contributions to the real theory of capital and interest 
which have been made during the past thirty years are those of Professor Frank H. Knight, 
whose development of the theory has appeared in numerous journal articles, among the 
most important of which are the following: “Neglected Factors in the Problem of Normal 
Interest,” Quart. Jour. Econ., Vol. XXX (Feb., 1916), pp. 279-3". ; “Professor Fisher’s In- 
terest Theory: A Case in Point,” Jour. Pol. Econ., Vol. XX XIX (Apr., 1931), pp. 176-212; 
“Capitalistic Production, Time, and the Rate of Return,” Economic Essays in Honor of 
Gustav Cassel (London, George Allen & Unwin, 1933), pp. 327-42; “Capital, Time, and the 
Interest Rate,” Economica, Vol. I N.S. (Aug., 1934), pp. 257-86; “The Theory of Investment 
Once More: Mr. Boulding and the Austrians,” Quart. Jour. Econ., Vol. L (Nov., 1935), pp. 
36-37; “The Ricardian Theory of Production and Distribution,’ Canadian Jour. Econ. 
and Pol. Sci., Vol. I (1935), pp. 2-25, 171-96; “Professor Hayek and the 
Theory of Investment,” Econ. Jour., Vol. XLV (Mar., 1935), pp. 77-94; “The Quantity of 
Capital and the Rate of Interest,” Jour. Pol. Econ., Vol. XLIV (1936), pp. 433-63, 612-42; 
“Some Issues in the Economics of Stationary States,” Am. Econ. Rev., Vol. XXVI (Sept., 
1936), pp. 393-411; “On the Theory of Capital in Reply to Mr. Kaldor,” Econometrica, 
Vol. 6 (January, 1938), pp. 63-82; “Diminishing Returns from Investment,” Jour. Pol. Econ., 
Vol. LIT (Mar., 1944), pp. 26-47; Ethics of Competition (New York, Harper Bros., 1935), 
Chap. X. 
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mum, allowing for differences in risk and in other costs, thus tending 
to bring such rates into line with prospective rates in other fields and 
to establish a general level of rates of return. This quest by investors 
for maximum rates of return serves also to allocate resources into those 
fields where they can be most efficient in satisfying effective demand. 

2. The most useful concept of real capital includes all of the produc- 
tive or service-rendering agents which are subject to ownership and 
capitalization, the major exclusion here being human beings.* This 
inclusive definition is justified because of the similarity with which 
all such assets are treated with respect to accounting, measurement 
and valuation, and allocation, differences among them in such respects 
as durability and mobility being differences only of degree. Differences 
in durability and mobility are important particularly in their bearing 
upon the ease and quickness with which resources can be disinvested 
and reinvested, but such differences do not constitute a useful basis 
upon which to exclude some assets (e.g., “land”) from the capital 
concept. 

3. The definition and measurement of capital as a quantity requires 
the use of a value numeraire in terms of which the heterogeneous 
physical capital goods of which it consists can be reduced to a common 
denominator. To accomplish this valuation or capitalization of an asset, 
its net return per year (or other unit of time) must first be imputed 
(e.g., by the use of the marginal productivity principle if it participates 
with other agents in a process) and its net imputed value yield (after 
full allowance for depreciation out of “gross”** imputed value yield) 
must then be divided by the appropriate going rate of interest to ascer- 
tain capital value. This process is thus an essential part of the pricing 
system, though conceptually, the theory of capitalization can be carried 
out without a market pricing mechanism such as we know it, provided 
some basis for valuation can be established.** 

4. A sound and sufficient explanation of the accrual of net yield on 
capital is the fact that if a given amount of current income is devoted 
to the construction of a new asset, the flow of net income is subse- 
quently increased by some measurable amount for an indefinite length 
of time. It is important for the purposes of accurate accounting, how- 


* Even free human beings as productive agents have many of the characteristics of 
capital as here defined. (Cf. James R. Walsh, “The Capital Concept Applied to Man,” 
Quart. Jour. Econ., Vol. XLIX [Feb., 1935], pp. 255-85.) 

* “Gross” is here intended to mean the full increment to the value product of a joint 
process imputable to a marginal unit of a given type of capital good from which depre- 
ciation on that capital good must be deducted periodically to ascertain its net value yield. 

* For a more complete analysis of the problem of capital measurement than can be under- 
taken here see especially Knight, “The Quantity of Capital and the Rate of Interest,” cited 
above. 
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ever, always to provide for full maintenance of the capital asset out 
of its gross imputed yield before measuring the net return in question, 
whether or not the particular asset is to be maintained or replaced. 
In measuring its return accurately, capital must thus be treated as 
though it were to be maintained in perpetuity. There would otherwise 
be no way of comparing the yield of two or more different assets which 
have different individual durabilities, and no way of knowing whether 
current consumption is being carried on at the expense of a diminution 
of capital value. The subjective “time preference” concept is unneces- 
sary for the explanation of the accrual of net return on capital, though 
it (or its Keynesian counterpart, the marginal propensity to consume ) 
may at times be helpful in explaining the quantity of net capital forma- 
tion which may be possible within any given period of time without 
inflation.** An increased quantity of capital increases the flow of net 
income, not because of any supposed lengthening of a time interval 
between the functioning of certain “original” factors of production 
and the final consumption of the ultimate product, but merely because 
it represents an increase in the quantity of productive agents co- 
operating in the productive process. The concept of periodicity in the 
over-all productive process plays no essential réle in the present theory 
which looks upon that process as continuous, even though individual 
components either in the sense of physical capital goods or individual 
identifiable funds of capital value in a more abstract sense may have 
a reasonably ascertainable or definable beginning and end in time.** 


V. An Equilibrium Level of Rates 


If, as is usually supposed, there is a tendency for an equilibrium to 
be established between the level of “real” rates of return and money 


* Professor Hayek, in his Pure Theory of Capital, relegated “time preference” to what 
seemed to be a secondary réle in interest rate determination, indicating that it places a 
limit upon the historical downward trend of interest rates beyond which people would 
be unwilling to save over and above necessary replacement of capital and, thus, beyond 
which no further net accumulation could take place unless something changed either the 
net rate of yield or the rate of time preference. He agreed that until this ultimate long-run 
stationary equilibrium is reached, the net productivity of capital is the principal determinant 
of net rates of return, with time preference affecting the pace of accumulation. Cf. F. A. von 
Hayek, The Pure Theory of Capital (London, Macmillan, 1941), Chaps. 17 and 18. In a 
later article he withdraws this concession, at least in part, giving time preference (defined 
as “the relative strength of the demands for present and future goods respectively”) a more 
important réle in the short run, particularly in cases where the pace of new investment 
changes significantly within a short period of time. Cf. “Time Preference and Productivity : 
A Reconsideration,” Economica, Vol. XII N.S. (Feb., 1945), pp. 22-25. E. Victor Morgan 
gives time preference a central réle in his recent article “Some Thoughts on the Nature of 
Interest,” Oxford Economic Papers (New Series), Vol. 1, No. 2 (June, 1949), pp. 182-90. 


“Cf. K. E. Boulding, “The Theory of a Single Investment,” Quart. Jour. Econ., Vol. 
XLIX (May, 1935), pp. 475-94. 
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or market rates of interest, is it most useful and realistic to think of 
the two levels mutually adjusting to a common level or to think of one 
of them adjusting to and therefore being determined by the other? In 
the foregoing discussion I have already alluded to the fact that higher 
prospective real rates of return tend to raise market rates by increasing 
the demand for loanable funds and by raising the offer price of such 
funds through their positive effect upon immediate and anticipated 
alternative opportunities for the use of the funds of potential lenders. 
Marked differences in market rates between different countries or geo- 
graphic areas may similarly be explained in part at least by differences 
in real rates of return and their effects upon the supply of and the 
demand for loanable funds. But another important cause of high market 
rates of interest and a general shortage of loanable funds may be poorly 
organized and unstable political institutions and the risk and insecurity 
of property and contracts which accompany them. These conditions 
may thus be primarily responsible for the lack of real capital relatively 
to population and natural resources, which serves to explain the high 
real rates. To put the matter more generally, high market rates result- 
ing from any cause other than high real rates of return may perpetuate 
high real rates by preventing the net capital formation which could 
reduce them over a period of time. Thus the line of causality is not 
always entirely in the one direction from real rates to market rates. 
Very briefly stated, the degree to which market rates depend upon 
the level of real rates of return as discussed in the previous section 
will vary with the following conditions: (1) the degree of correlation 
between changes in prospective real rates and the demand for loanable 
funds, a condition which will be significantly affected by the state of 
business optimism and the willingness of businessmen to take risks and 
to face the uncertainty of holding and managing business assets; 
(2) the elasticity of the demand for loanable funds for the purpose of 
real investment and the inelasticity of the supply of loanable funds; *° 
and (3) the magnitude of the demand for funds for real investment in 
proportion to the demand for funds for all other purposes. It should, 
of course, be remembered that risk, transaction cost, and speculative 
demand for securities are at times strong enough to overshadow actual 
“This condition is merely an application of the principle which is true of any market 
that if the demand curve is very elastic (infinitely elastic), movements of the supply curve 
will not affeci the price which is more or less set by the level of the horizontal demand curve, 
regardless of the position of the supply curve. (Cf. Section I above for a discussion of 
factors influencing the elasticity of the demand curve for loanable funds.) It may be noted 
that if for any reason the supply curve for loanable funds is horizontal (e.g., in the event 
that it is an “administered” rate set by the government or the banking system), then 


real rates would either tend to adjust to the market rate so established or bear no definable 
equilibrium relationship to it. 
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prospective yields in influencing security markets and should therefore 
not be ignored in discussions of market rates.*° 

The equilibrium relationship between real and market rates is in 
fact only a part of the broader and much discussed question of an 
equilibrium rate of return on all forms of assets, or rather, an equi- 
librium among rates on all forms of assets. The paragraphs which 
follow deal briefly with this problem and summarize some of the prin- 
cipal points of the present paper. 

1. On the level of least generality, we can speak of the momentary 
equilibrium of an individual market for claims or securities in which 
the price clears the market for a very short interval. This equilibrium 
price or rate is brought about by competitive bidding and fluctuates 
with the changes in supply and demand. 

2. A more general concept is that of an equilibrium set of rates 
which equates the marginal advantage of holding or disposing of all 
forms of assets for all individuals and institutions in the economy. If 
equilibrium in this sense prevailed, the rates on all forms of securities, 
the yields of all real investments including land, the marginal utility 
of cash balances, and the marginal utility of current consumption would 


™ Professor Lloyd Metzler in his recent article, “The Rate of Interest and the Marginal 
Product of Capital,” (Jour. Pol. Econ., Vol. LVIII [Aug., 1950], pp. 289-306) suggests an 
interesting variation upon the equilibrium relationship between the marginal product of 
capital and the market rate of interest. His argument, as I understand it, is that when an 
increment of capital is created by voluntary accumulation, the general level of the yield of 
capital and the level of interest rates drop. This drop in the interest rate increases the 
capitalized value of previously existing capital. The increment in social capital is thus greater 
than the increment of private capital by the amount of these capital gains. The social 
marginal product of capital equals the increment in net yield attributable to the increase in 
capital, divided by the sum of the voluntarily accumulated increment of capital and the 
capital gains on old capital. The private marginal product will equal the increment in yield 
divided by the voluntarily accumulated increment of capital. The latter fraction exceeds 
the former fraction. Since in equilibrium the private marginal product of capital equals 
the interest rate, it follows that under these conditions the social marginal product of capital 
is less than the interest rate. Mr. Metzler also indicates that under certain other conditions 
the social marginal product of capital may exceed the interest rate in equilibrium. 

There appears to be an important difficulty in this line of reasoning. The marginal product 
of capital (or of anything else) is most commonly and most usefully defined as the ratio 
between a very small increment of net product and the corresponding very small increment 
of capital in some line of investment. This is the ratio which the investor tends to equate 
to the going rate of interest, thus establishing the equilibrium which Mr. Metzler assumes. 
But such an increment could not be large enough to affect the general level of interest rates 
or rates of return for the economy as a whole, and hence it is difficult for me to see how it 
could give rise to capital gains to owners of existing capital. The individual investor rightly 
takes as given at any time the going rate of interest and adjusts his investment activities to it 
without himself affecting it. His own contribution to the total capital stock of the economy 
within a period of time short enough to be within his planning horizon would necessarily 
be relatively infinitesimal and insignificant. Mr. Metzler’s article does, of course, emphasize 
a very important and often neglected aspect of capital theory, the influence of changes in 
the general level of interest rates upon capital values. 
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all be equivalent to all marginal buyers and sellers of assets so that 
there would be no incentive to shift assets from one form to another 
or to consume some of them currently (or to reduce or increase the 
rate of accumulation of further assets). Under these conditions, explicit 
rates would, of course, vary considerably to allow for differences in 
risk, liquidity, transaction cost, prestige value and the like. This state 
of equilibrium would presumably be brought about in a more or less 
fluid and competitive economy through arbitrage in assets and through 
the channeling of new savings into those fields in which the net 
advantage appeared greatest. It could be actually realized only if a 
period of time sufficiently long to allow for these adjustments to take 
place could elapse without any other changes occurring such as tech- 
nological developments or new discoveries of natural resources. Mo- 
nopolistic elements could, of course, alter the nature of the final equi- 
librium, but so long as these elements were stable, they could be in- 
corporated within the definition of this equilibrium concept. Although 
it is clear that such conditions could not be realized in fact, this con- 
cept is useful in defining a kind of norm toward which rational behavior 
on the part of asset owners and income receivers would tend to move 
the general rate structure. It provides also a further insight into the 
linkage between various rates on loans and claims, various rates of yield 
on real investment, the liquidity advantage of cash balances, and the 
choice between current consumption and accumulation of assets by 
setting up an equivalence among several margins of choice at once.*’ 

3. A still more general equilibrium would add to the conditions 
stated in (2) above the requirement that all commodity markets be in 
equilibrium, all factor markets be in equilibrium, and that planned 
saving and investment be equal. Most of the comments in (2) would 
apply here as well. Explanation of the determinants of this equilibrium 
level would draw upon some of the earlier sections of this paper. Since 
the marginal productivity and marginal utility of all forms of assets are 
assumed to adjust to each other, it would be true to say that the 
equilibrium level is mutually determined by the rates of return on all 
assets and, hence, by the basic determinants underlying each of these 
rates of return. It is only where one particular form or class of assets 
accounts for a predominant proportion of all assets and especially 
where its rate of return is but little affected in fairly short periods by 
net additions to it that one could usefully speak of the rate of return 
on that class of assets as determining the equilibrium rate on others in 
the sense that others adjust to it rather than vice versa. Only under 
* Cf. Harold M. Somers, “Monetary Policy and the Theory of Interest,” Quart. Jour. 


Econ., Vol. LV (May, 1941), pp. 488-507, reprinted in American Economic Association, 
Readings in the Theory of Income Distribution (Philadelphia, Blakiston, 1946), pp. 477-98. 
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these assumptions, for example, could it be argued that the rate of 
return on real capital investment sets the equilibrium level of rates of 
return on all forms of assets. 

4. If to all of the conditions stated in (2) and (3) above, we were 
to add that net saving and net investment be zero and that no tech- 
nological change or further discoveries of natural resources were pos- 
sible, then we might appioach a true long-run, stationary equilibrium. 
There would always be a tendency for all rates to approach this 
equilibrium and no tendency for departure from it. This is, of course, 
an extreme case.** We can perhaps justify the assumption of secularly 
diminishing returns to new investment as the economy accumulates 
capital in the absence of invention and discovery, based on the facts 
that some resources cannot be augmented through time except at 
higher and higher unit cost and that the most productive investment 
opportunities will be exploited first during the process of a region’s 
development.*’ If we make the more realistic assumption that discovery 
and expansion continue indefinitely, it is very difficult to make any 
generalizations about the future historical course of the equilibrium 
level of rates of return on investment described in (3) above. Even if 
a downward trend were assumed, however, it would be difficult to say 
what force would place a limit upon the secular fall in rates of return 
and hence upon further accumulation, other than the doubtful idea of 
a specific and static rate of “time preference.’’*° 

The second and third versions of equilibrium appear most useful. 
They assume diminishing returns to investment in each individual form 
of asset and to increments of consumption but not necessarily to ac- 
cumulation in general through time. They do not assume static condi- 
tions, and to be useful, they do not require that the general equilibrium 
condition be realized. They merely define a norm in terms of which 

* It bears some resemblance to the classical notion of an ultimate stationary equilibrium 
in which no further accumulation would occur because the rate of return available on real 


investment would have fallen so low as a result of past accumulation that there would be no 
incentive for further accumulation. 

* For a discussion of the problem of explaining secularly diminishing returns to net 
investment as an economy accumulates real capital, see Frank H. Knight, “Diminishing 
Returns from Investment,” Jour. Pol. Econ., Vol. LII (Mar., 1944), pp. 26-47, and Everett E. 
Hagen, “Capital Theory in a System with No Agents Fixed in Quantity,” Jour. Pol. Econ., 
Vol. L (Dec., 1942), pp. 837-60. 

“This problem has given rise to the discussion of such questions as whether the rate 
would each reach zero or approach zero asymtotically, and whether a zero rate is compatible 
with the existence of any net marginal productivity of real capital. In this connection, 
Professor Samuelson comments, “My own preference is not to reify the limit by asking 
what really happens at a zero rate of interest, but rather to concentrate upon the dynamic 
path toward this limiting condition.” For an interesting brief discussion of these and 
related questions, see Paul A. Samuelson, “Dynamics, Statics, and the Stationary State,” 
Rev. Econ. Statistics, Vol. 25 (Feb., 1943), pp. 58-68, and references there cited 
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movements of rates can be explained. They represent a moving equi- 
librium through time since at no time is it assumed that no forces are 
at work tending to alter rates of return in various fields or in segments 
of the economy large enough to affect all the rest. There is, of course, 
the difficulty that through the time interval in which individual rates 
are tending to adjust to the general norm or equilibrium set of rates, 
that equilibrium will itself have moved as a result of over-all changes. 

In conclusion, let me reiterate that the usefulness or meaningfulness 
of an equilibrium theory of interest rates does not depend upon any 
close correspondence between the theoretical norm and any of the wide 
range of interest (and capitalization) rates actually experienced at any 
point of time. As I indicated in several places above, differences among 
rates on different assets arise in part from more or less statical causes 
such as differential risk and monopolistic markets and in part from 
essentially dynamic causes—continual change in the conditions affect- 
ing markets for funds together with frictional elements which limit or 
slow the process by which specific rates adjust toward the equilibrium 
level. The latter causes further reflect the limitations of explaining 
dynamic phenomena by the use of statical methods. The usefulness of 
an equilibrium theory such as that discussed above rests upon the as- 
sumption that the behavior of actua! rates is not chaotic and that 
underlying the bewildering complexity of apparent reality there is a 
causal pattern about which a set of relatively simple generalizations 
can usefully be made. The bridge between this equilibrium theory and 
the facts of experience must consist of a more detailed description of 
the peculiar institutional framework (including the monetary system 
and the government) within which asset owners in general, or some 
particular group of asset owners, manage and exchange their assets. 
Thus to explain the rate of return on a particular asset at a particular 
time one would not only need to know something about the equilibrium 
level toward which it might be expected to adjust, but would need as 
well to take account of the process by which this movement takes place 
and of the particular conditions which enhance or impede it. 


J 
| 
4 
A ‘ae q 
| 
: 
wit 
A 
roe 


UNION WAGE PRESSURE AND TECHNOLOGICAL 
DISCOVERY 


By Gorvon F. Broom* 


Do rising wage costs stimulate technological discovery? This prob- 
lem is not only of timely importance, but also of significant theoretical 
interest. The proposition that wage increases stimulate invention 
has been advanced by such well-known economists as J. R. Hicks, 
who has propounded the theory of the “induced invention,’ and 
J. W. F. Rowe, who has advocated that unions ought to keep wages 
“a trifle above” the current marginal productivity equivalent, in the 
belief that the greater such wage pressure, the greater is “the stimulus 
to organization and invention.’”* Does empirical investigation lend 
support to the hypotheses of these economists that wage increases 
stimulate technological discovery? What is the relationship between 
wage adjustments and the rate of technological advance? 

These are questions which we shall attempt to answer in the follow- 
ing discussion. We shall, however, confine our inquiry to technological 
discovery as it is conducted at the research level in industry® and 
shall not attempt to consider—except incidertally—the broader prob- 
lem of the effect of wage changes upon the introduction of machinery 
and substitution of factors in the individual firm.* Furthermore, we 
shall consider the effect upon technological discovery of union wage 
pressure, rather than of wage increases per se, since union wage pres- 
sure may differ in nature and effect from non-union wage adjustments. 

While union wage pressure may affect the rate of discovery in a num- 
ber of ways, it will be convenient, in the interest of orderly discussion, 
to consider four principal ways in which this influence may be exerted: 


* The author is a member of the law firm Foley, Hoag, & Eliot, Boston, Massachusetts. 

*J. R. Hicks, The Theory of Wages (London, Macmillan and Co., Ltd., 1932), Chap. 6. 

*J. W. F. Rowe, Wages in Practice and Theory (London, G. Routledge and Sons, Ltd., 
1928), p. 229. 

* The theoretical analysis which follows is based in part upon the results of interrogation 
by the writer of directors of research activity in fifty industrial concerns. The writer is 
indebted to the Social Science Research Council for the grant of funds making possible 
a survey of industrial research activity. 

‘For a full discussion of the relationship between wage rates and mechanization, see 
G. F. Bloom and H. R. Northrup, Economics of Labor and Industrial Relations (Phila- 
delphia, The Blakiston Company, 1950), Chap. 19. 
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(1) by altering the volume of research expenditures; (2) by influenc- 
ing the direction or nature of research; (3) by affecting the proportion 
of discoveries which are worth exploiting; (4) by changing the average 
gestation period of inventions.° 


Wage Pressure and Research Expenditures 


The volume of new discoveries is, in part, a function of total ex- 
penditures upon industrial research. Therefore, if union pressure on 
costs induces management to increase research expenditures, unions 
can be credited with affording some stimulus to the rate of discovery.” 
Does union wage pressure affect the willingness of corporations to tie 
up funds in research? The decade of the ’thirties was marked by be- 
ligerent union organizing activity and a substantial increase in the 
level of wage rates. During this same period, the research expenditures 
of industry almost tripled. Similarly, from 1940 to 1946—a period 
marked by substantial increases in wage rates—employment of scien- 
tists in industrial research laboratories increased fifty per cent.’ It 
would be premature, however, to impute a causal relationship to this 
correlation; for in the previous decade, from 1920 to 1931, research 
expenditures increased five-fold, while wage rates rose hardly at all.* 
It is apparent that other factors must be sought to explain the mush- 
rooming of industrial research activity. 

Industrial research directors as a group attribute some importance to 
wage pressure as a stimulus to research expenditure, but on the whole 
maintain that the stimulus exerted by rising labor costs has been of 
minor significance in comparison with other factors. To the question 
“Have rising wage levels in your company induced it to expand ex- 
penditures upon research?,” 20 research directors interrogated by the 
writer replied in the affirmative and 30 in the negative.* Further ques- 


* Number 4 is really an aspect of Number 3 and the two will be considered together. 

“Of course, the extent to which an increase in corporate research expenditures is able 
to produce an acceleration in the rate of technological discovery will depend upon the 
proportion of the stream of invention which flows through these research laboratories. 
Although many important discoveries originate outside corporation research laboratories, 
and their initiation therefore is beyond the immediate scope of union influence, most new 
improvements eventually end up in industrial laboratories because large expenditures are 
necessary to improve most inventions to the point of marketability. 

‘See U. S. Bureau of Labor Statistics, Monthly Labor Review, Vol. 70 (April, 1950), 
p. 309, f. 2. 

* The wage level was practically stable during the ’twenties. Average hourly earnings in 
manufacturing, mining and steam railroads were 54.7 cents in 1923 and in 1931, although 
there was a rise of a few cents in the intervening years. See U. S. Bureau of Labor Statistics, 
Monthly Labor Review, Vol. 51 (Sept., 1940), p. 524. 

* Information was obtained by personal interview and supplementary mailed question- 
naire. 


‘ 
an 
7 
| 
Pine? 
q 
4 | 
4 
| 


BLOOM: WAGE PRESSURE AND TECHNOLOGICAL DISCOVERY 605 


tioning revealed that of the 20 research directors replying in the affir- 
mative to the foregoing question, only 3 were of the opinion that wage 
pressure had exerted a major stimulus to research expenditure in their 
companies.” 

When the same 50 research directors were asked, “Has union organi- 
zation particularly stimulated research interest in one of these objec- 
tives: cost reduction; development of new products?,” there was gen- 
eral agreement that union organization has had a negligible effect upon 
research activity."* Rising wage rates have apparently stimulated some 
increase in research expenditures, but the impact of union organization 
per se has not particularly stimulated interest in industrial research. 


The Nature of the Research Process 


The effect of wage pressure upon research expenditures can be more 
fully understood if the research process is subjected to closer scrutiny. 
If wage increases were to stimulate research expenditures, how would 
such a stimulus be transmitted? The level of research expenditure in 
the individual firm depends upon two factors: (1) the rate at which 
worthwhile projects for laboratory research are suggested by plant 
and professional personnel and by customers; and (2) the willingness 
of management to expend funds for exploration and development of 
these suggestions. These factors are, in turn, dependent upon more 
general economic circumstances such as the state of business con- 
fidence, the level of production and profits, the threat offered by com- 
petitive products, and the extent to which competitors engage in re- 
search activity. Analysis of these two primary aspects of the research 
process, however, will serve to illuminate more clearly the rdle of wage 
pressure in the motivation of industrial research. 

Where do ideas for invention originate? What is the relative im- 
portance of consumers, management and labor as sources of research 
ideas? Tentative investigation suggests that the genesis of research 
ideas depends upon the type of good which is being marketed. If it is 
a consumers good sold to the general public, most of the ideas for 
research will come from plant personnel and trained laboratory tech- 
nicians. Research directors, in general, agree that comparatively few 
new worthwhile ideas come from the consuming public. In most cases, 
the suggestions received embody ideas which, though seemingly novel 

* This applies to the effect of wage increases as a stimulus. A number of research directors 
indicated that wage increases had raised the expense of research and in that sense had made 
for an increase in research expenditure. 

*‘ Of 50 research directors questioned, 43 replied in the negative and only 7 in the affirma- 
tive. Of the latter, 4 stated that union pressure had stimulated research in cost reduction, 
1 that it had stimulated product development, and 2 that it had afforded a stimulus to both 
these objectives. 
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to the public, are known to the company and have already been the 
subject of experimentation in the laboratory. Frequently, it is true, a 
new product will be introduced, and then suggestions are solicited 
from the public as to its possible improvement, but it is seldom that 
major ideas of a basic nature come from the public. 

On the other hand, when the consumer of the product is another 
industry, ideas for research are much more likely to originate with the 
consumer. In selling an industrial product, companies customarily 
employ trained technical salesmen who daily are in contact with 
purchasing agents and business executives. These users of the com- 
pany’s product frequently discuss their production problems with the 
salesmen. One such problem which often comes up is how to offset rising 
wage costs. Out of these discussions to which the salesman brings his 
knowledge of the technical potentialities of the product are frequently 
born the ideas of industrial research. It is important to recognize, there- 
fore, that the effect of wage pressure upon research is often to be ob- 
served not in the industry in which the wage increases take place, but 
rather in the industry which supplies the capital equipment. In the 
hosiery industry, for example, rising wages have not produced much 
interest among hosiery manufacturers to expand research in cost reduc- 
tion, partly because the machines which have the most bearing upon 
labor cost are so highly involved and complicated that the manufac- 
turers prefer to leave the job of improving them to the hosiery machine 
industry. Problems created by rising wage rates in the hosiery industry 
are discussed with the salesmen of the machines, and ideas to eliminate 
labor filter back to the machine-making industry. No doubt this trans- 
mission of ideas from consuming industry to producing industry is 
quite common. Nevertheless, in the hosiery industry—as in industry 
at large—inventions appear to be more a function of the past tech- 
nological development of the industry, of the stage in current scientific 
knowledge and of trends in the use of new products and new materials, 
than of the level of wage rates. 

The source of research ideas also depends in part upon the type of 
research which is involved. Some companies, particularly in the chemi- 
cal and electrical products industries, spend large sums for what may 
be called “pure” or “fundamental” research. Ideas for such research 
are confined almost exclusively to trained laboratory or professional 
personnel. 

Just as the source of research ideas depends upon the type of research 
involved, so the sensitivity to wage pressure of the “birth rate” of ideas 
depends on the nature of the research project. Projects for pure re- 
search, for example, have little or no relation to the level of wage rates. 
Ideas for product improvement and development of new products 
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exhibit some sensitivity to wage rates, but less than that shown by 
research ideas designed to improve manufacturing operations. However, 
even with regard to the genesis of research ideas designed to save labor, 
management is divided in its opinion as to whether wage increases 
produce any marked increase in the number of suggestions which can 
be utilized as the basis for research. When fifty research directors were 
asked “Do you think that more labor-saving inventions would be dis- 
covered if the wage level were raised 25 per cent?,” approximately 
60 per cent replied in the affirmative and 40 per cent in the negative.” 

There is no doubt, however, that the large cost of labor in business 
operations and the consequent desirability of economy in its use af- 
fects the attitude and direction of activity of research workers. Fur- 
thermore, it seems logical that when wage rates rise, department heads 
would be more alert to ideas which reduce labor costs.** Consequently, 
if industrial research were composed wholly, or even largely, of projects 
involving cost reduction, wage pressure would supply a much greater 
stimulus to research expenditure than it does. Actually, however, the 
writer’s survey of industrial research laboratories indicates that only 
about 25 per cent of regular industrial research budgets are devoted to 
cost reduction projects, while in the neighborhood of 75 per cent is 
allocated to product improvement and development of new products.” 
In view of the fact that most industrial research is composed of product 
development and that the percentage of industrial research budgets 
devoted to product improvement is growing, it seems doubtful whether 
union wage pressure will produce any marked increase in the total num- 
ber of worthwhile ideas which flow into or are developed in research 
laboratories. 

Wage levels may, however, exercise a more significant influence upon 
the disposition of management to expend funds upon research; for an 
increase in wage rates may be the deciding factor in management’s 
decision to investigate a new idea. At this level, in contrast with the 
original conception of ideas, it is more proper to think of a marginal 

Of the group reporting in the affirmative, a number qualified answers by adding that 


a wage increase of 25 per cent would stimulate changes in manufacturing methods, although 
such changes might not involve invention in the usual sense of the word. 

** The higher the proportion of labor costs to total costs in the particular firm, the greater 
is the probability that wage increases will provide a substantial stimulus to the conception 
of research ideas. 

* Cost reduction ranged from 2 per cent to a high of 50 per cent, as a percentage of 
research budgets, with a modal allocation of 25 per cent for cost reduction and 75 per cent 
for product development and improvement. Actually, research expenditures on cost reduc- 
tion are probably somewhat larger than is indicated by this breakdown, because frequently 
cost reduction projects are not included in the regular research budget, but come under 
“engineering” or “mechanical and equipment” department expense. Nevertheless, managerial 
statements leave little doubt that the majority of all research expenditures is devoted to 
product improvement and development. 
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relationship between wage costs and research activity, but even here, 
the significance of wage rates is diminished by a number of considera- 
tions. 

In large companies, the process of development of new techniques 
and improved products follows a somewhat standard pattern. First 
comes the original idea—from a worker, salesman, technician, or de- 
partment head. An initial grant is requested for preliminary explora- 
tion of the idea and at this early stage the funds are generally granted 
without much scrutiny of the project, if the idea seems “fundamentally 
sound.” After considerable laboratory experimentation, a second grant 
is requested to undertake a more intensive investigation of the possi- 
bilities of the new product or process. Finally, a model is constructed, 
which may involve investment in an expensive new plant. Naturally, 
before making any such large outlay of funds, the project is carefully 
examined with attention to a variety of factors including wage costs. 
However, costs and revenue prospects cannot ordinarily be estimated 
sufficiently accurately until the model is built for small wage changes 
to make much difference in management’s willingness to authorize the 
project. It is only after long research and experience with a working 
model that a stage of research is reached where wage increases may 
play a decisive réle. 

At the last stage, a meeting is ordinarily called at which various ex- 
ecutives of departments concerned with the research project discuss 
the merits of the new process or product and determine whether a major 
expenditure shall be made upon it to prepare it for production. Sales 
executives, particularly in large companies, seem most concerned about 
the improvement in quality or sales appeal which results from the 
new idea, while comptrollers and production men are likely to lay 
more emphasis on production costs. The level of wage rates is of most 
significance when the project involves a new process, and particularly 
when it is a new way of producing a highly standardized product, 
already manufactured in volume. For example, in a conversation with 
the writer, the research executive of a large can company made the 
following observation regarding the influence of wage rates: 


On a standard can produced in volume, the savings attributable to a 
change in technique can be fairly accurately established. Consequently, 
the effect of wage increases upon cost can also be accurately gauged and 
may prove a decisive factor in the decision to go into production. On odd 
sizes of cans, however, the reduction in cost effected by the new process 
can less easily be calculated, because the savings will depend in large 
part upon the volume of production, and the reduction in cost and price 
will have an effect upon sales which it is difficult to estimate. 


The less that is known about sales prospects, the less is known about 
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margins, and the less importance attaches to the réle of wage increases. 
When one comes to new products, therefore, where a new market must 
be exploited with unknown results, the effect of wage increases is re- 
duced still further in importance. A new product must be “competitive,” 
of course, but ordinarily revenue prospects and production costs are 
too ill-defined for a rise in wage rates to change management’s decision 
to authorize a large grant of research. Thus, while wage levels are of 
more immediate concern at the latter stages of the research process, 
even here they do not constitute a major factor with regard to the bulk 
of industrial research projects. Most organized industrial research is 
devoted to development of new products and improvement of old ones; 
for projects of this type the level of wage rates is ordinarily a minor 
consideration. 

There is, however, a substantial volume of industrial activity devoted 
to cost reduction and product improvement which is carried on outside 
organized research laboratories or research departments, but which 
nevertheless involves technological discovery of a sort. Thus, for ex- 
ample, the foreman, who, on the basis of his daily observation of shop 
practice, decides that he can secure a more rapid flow of material by 
a rearrangement of machinery, has made a “technological discovery” 
of a sort, although the effort and thought which he gave to the problem 
will not be reflected in an increase in research expenditures. Moreover, 
even in firms having established research laboratories, considerable 
research activity may be carried on in “engineering” or “mechanical 
and equipment” departments. All such research activity which is con- 
ducted outside the regular research department or which is not covered 
by a specific budgetary allotment to research may, for convenience, be 
termed “unorganized 

Opinions expressed by research directors suggest that such un- 
organized research is more sensitive to wage pressure than is the ex- 
perimentation carried on in research laboratories.** Whereas the latter 
represents to a large extent efforts to invent new and improved prod- 
ucts—an endeavor which as has been pointed out is not readily stim- 
ulated by rising wage rates—the former is likely to be devoted in large 
part to improvement of organization of work, an aspect of technologi- 
cal progress which may exhibit a greater sensitivity to the pressure of 
rising wage costs. However, despite the importance of improved or- 
ganization of work in reducing costs, the technological changes which 
involve the largest investment and which make possible the greatest 

** The designation “unorganized” does not imply that such activity is haphazard. It is 
unorganized only in the sense that it is not part of the “regular research program.” 

** Further investigation involving interrogation of foremen and heads of engineering depart- 


ments will be required to ascertain the relationship between wage pressure and such un- 
organized research. The writer’s survey was directed primarily at organized research activity. 
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economy in manufacturing operations—in short, the technical advances 
which set the tempo of technological progress—will to an increasing 
extent come out of organized research laboratories. And as has already 
been noted, union wage pressure does not appear to have significantly 
affected the volume of such research. 


Factors Affecting Level of Research Expenditure 


If rising research expenditures are not attributable to the increasing 
pressure of wages on profits, how is the mushrooming of industrial re- 
search to be explained? If not costs, then what is it that determines 
how much management spends on research? 

The writer has asked the same question of numerous executives: 
“Why did you spend one million dollars (or a half, or two million, etc.) 
on research last year? Why was it not more, or less?” The most com- 
mon reply is that the number of worthwhile ideas added up to that 
amount. Apparently research budgets are built up from the bottom, 
rather than from the top down. Only in a few companies is a certain 
amount set aside for research—say, a certain percentage of sales—ar d 
then allocated among various projects. In most cases, the ideas come 
first and then the allocation of funds. But it is apparent that manage- 
ment must have some guide to determine how many suggestions are to 
be considered “worthwhile.” Probably a rough figure is arrived at by 
looking at other companies’ expenditures and sometimes by using a 
percentage of sales.*’ The total funds requested by the various depart- 
ments may add up to more or less than this figure, which then must 
be revised up or down.** 

The long-term growth of industrial research appears to be attribut- 
able to a number of diverse factors. Its beginnings can be traced to 
the repercussions of the first World War. During the ’twenties, the high 
costs left by the war and the inefficiency which had developed during 
the years of war prosperity produced a reaction which took the form 
of wide-scale rationalization of industry and energetic efforts to im- 
prove technical efficiency. As one company after another set up re- 
search laboratories, research became part of the competitive practice 

* The proportion of sales revenue allocated to research and development varies con- 
siderably by industry; as low as 440 of 1 per cent of gross sales may be found in the 
packing industry, for example, while chemicals and allied products show the highest ratio, 
frequently 5 per cent or more of gross income (U. S. National Resources Planning Board, 
Research—A National Resource, Vol. 2 [Washington, Dec., 1940], p. 9). A survey conducted 
in 1940 by the National Research Council found that the median expenditure on research 
of 203 companies was 2 per cent of gross sales income (ibid., p. 124). A more recent survey 


conducted in 1947 indicated a median percentage between 114 and 2 per cent of sales. 
National Industrial Conference Board, Business Record, Vol. 4 (March, 1947), p. 64. 

** One factor which imposes a maximum on research endeavor is availability of laboratory 
facilities and trained personnel. The latter shortage always existed and now has been rendered 
acute by the demands of the rearmament program. 
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of the times. World War II, with its emphasis on new products, new 
techniques, and the increased use of substitutes and synthetics, together 
with the great scientific advances which have been made in recent years, 
contributed a further strong impetus to research endeavor. 

Today total research expenditures by private industry are estimated 
at 900 million dollars a year. A survey of research expenditures of 
manufacturing concerns conducted early in 1950 found that 62 per cent 
of the companies consulted had greater research facilities available 
than before World War II and that 38 per cent of the firms had ex- 
panded research facilities during this period from 50 to 100 per cent.” 

Although the next few years are likely to witness increasing corporate 
expenditures on research—particularly if the rate of corporate excess 
profits tax is increased—an uninterrupted growth of research is im- 
probable. Research expenditures in the past have characteristically re- 
flected the ups and downs of business activity, and a similar co-varia- 
tion can be expected in the future. For American business as a whole, 
research expenditures can be represented by a rising trend, the devia- 
tions from the trend occurring in response to fluctuations in business 
conditions,” rather than to changing labor costs. While most employers 
today are planning increased appropriations for research endeavor, such 
decisions are apparently motivated more by tax policy than wage pres- 
sure. Entrepreneurial opinion suggests that if over the cycle there is a 
positive correlation between wage increases and expenditure upon re- 
search, this association is probably attributable to a temporal coinci- 
dence of high wages and high profits,** rather than to a causal relation 
between wage levels and research expenditures. 

On the whole, there is little empirical evidence to suggest that wage 
pressure substantially affects the total volume of industrial research 
expenditures. Over the long run, higher wage costs, as one element in 
the general competitive situation, have probably contributed to increased 
interest in research as a means of maintaining and augmenting profits. 
The sharp upward trend in research expenditures, however, must 
largely be explained by non-wage considerations, while deviations from 
this trend are primarily attributable to fluctuations in business condi- 
tions. 

Even if it could be demonstrated that union wage pressure had stim- 


” Mill and Factory (May, 1950), p. 87. 

* Not only research expenditures, but also patent issues reflect changing business con- 
ditions. From 1894 to 1930 the cycles in patents issued and industrial production tended to 
move concurrently. See E. Graus, “Inventions and Production,” Rev. Econ. Statistics, Vol. 
25 (Nov., 1943), pp. 221-23. 

* Industry as a whole spent nearly five times as much on research in 1947 as in 1937. 
During this period total manufacturing profits before taxes rose in almost the same propor- 
tion. R. §. Soule, “Research Economics: Postwar v. Prewar,” Chemical Industries (Aug., 
1949), p. 197. 
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ulated research expenditures in the past, this would not necessarily 
forecast an increased rate of discovery in the future; for thus far 
union pressure has particularly been directed against large corporations 
which are the very ones most capable of reacting to such pressure by 
expenditures on research. While unions can be expected to organize an 
increasing number of small companies in the postwar years, a parallel 
extension of research endeavor is not of an equal likelihood. Because 
research is an expensive proposition, the bulk of industrial research 
in the United States is supported by a comparatively few large com- 
panies. Less than 3 per cent of all the concerns engaged in research 
employ about 50 per cent of the total research personnel.** Although 
there has been a substantial increase in personnel attached to labora- 
tories supported by these large corporations, investigation suggests that 
the rate at which research is being adopted by new managements has 
tended to fall off in recent years.** The fact that this trend has become 
evident during a period of rapidly rising wage levels does not augur 
well for the influence of unions upon the extension of industrial research 
in the future. 


Wage Pressure and the Nature of Research 


Union wage pressure may have some effect upon the kind of projects 
which are supported by given research funds. One might expect, on 
the basis of a priori deductive reasoning, that, ceteris paribus the pres- 
sure of rising labor costs would tend to produce a shift in emphasis in 
research from development of new and improved products to discovery 
of labor-saving methods. The results of inductive investigation, how- 
ever, suggest that this change in emphasis in industrial research ac- 
tivity has not occurred. On the contrary, the percentage of corporate 
research budgets allocated to cost reduction projects appears to be 
decreasing. The latter trend was reported by a number of the research 
executives interviewed by the writer and has also been observed by 
other investigators. For example, David Weintraub, former director 
of the Works Progress Administration Studies on Technological 
Change, has stated: “There is evidence . . . that the emphasis in indus- 
trial research has shifted from problems concerned with reducing costs 
to the development of new products and new applications of old 
products.’’** 

That this trend has become evident during a period of rapidly rising 

*D. Weintraub and I. Kaplan, Summary of Findings to Date (Philadelphia, U. S. Works 
ge — National Research Project on Reemployment Opportunities [March, 

» Pp. 
* U.S. National Resources Planning Board, op. cit., p. 185. 


*D. Weintraub, “Effects of Current and Prospective Technological Developments upon 
Capital Formation,” Am. Econ. Rev., Supplement, Vol. 29 (March, 1939), p. 29. 
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wage rates is highly significant. It is only fair to state, however, that 
apparent manifestation of this trend toward increased interest in, and 
expenditure on, product development is subject to certain limitations. 
In the first place, cost reduction projects in some companies are in- 
cluded under expenditures of the “mechanical and engineering depart- 
ment,” rather than in the regular research budget. While the percentage 
of funds in the regular research budget devoted to cost reduction ap- 
pears to be decreasing, expenditure for projects of this nature in other 
departments may be increasing. In the second place, it is probably the 
rule, rather than the exception, that improved processes which reduce 
costs also yield improved products. Consequently, it is difficult to 
separate the two as research objectives and any division made by re- 
search directors in their reports admittedly must be somewhat artificial. 

Nevertheless, regardless of the factual basis for their statements, it 
is certainly significant that management believes that cost reduction is 
becoming relatively less important as a constituent of research activity. 
For this would seem to indicate that the upward impetus given to wage 
rates by union organization has not materially altered management’s 
attitude toward the nature of research objectives. Of course, the in- 
creased interest in augmenting profits through product variation can 
also be interpreted as a reaction to wage pressure. Wage increases may 
interest management in product improvement as a means of getting 
into a higher price bracket and thus passing on part of the higher labor 
costs to consumers. Moreover, union wage pressure, although it in- 
creases labor costs, may, by reason of the form in which it frequently 
presents itself, actually stimulate management interest in product 
improvement, while deterring interest in cost reduction. For example, 
the objective of union policy in certain industries, such as men’s cloth- 
ing and women’s hosiery, has been to secure uniformity in labor costs 
over large sections of the industry. Such a policy, in the words of a vice 
president of a large hosiery company, “tended to take the element of 
labor cost out of competition to a great extent, although not completely, 
as there were certain non-union sections which did not conform to the 
uniform rates and who had some labor cost advantage.” Inventive 
interest is thus diverted from the problem of reducing labor costs to 
improving the product; for product improvement becomes the main 
basis of competition.*® Because they affect all producers alike and do 
not place one company at a competitive disadvantage relative to an- 
other, union wage adjustments on an industry-wide basis are less likely 


“From a letter to the writer. 
* The executive quoted above observes: “It is my opinion that most of the research 
carried on by individual companies in the hosiery industry has been stimulated by the 
desire to produce improved hosiery, hosiery innovations, etc., for sales promotional purposes 
rather than to reduce labor costs.” 
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to stimulate research in cost reduction than are wage increases which 
proceed on the basis of the individual firm. 

However, the principal reasons for the growing interest in product 
research must be sought along other lines. In the first place, it is im- 
portant to remember that most research is supported by companies 
which manufacture nationally known and advertised products. Be- 
cause they sell in a market which, through advertising, has been per- 
suaded of the supposed superiority of their products, competition by 
these companies generally emphasizes quality rather than price, and 
this emphasis on quality colors research activity as well. One research 
director stated that the merits of a research project in his company— 
a large can manufacturing concern—were considered in relation to 
quality, service, and cost reduction, in that order. In one of the largest 
prepared food sales corporations, cost reduction does not even appear 
as a category in the research budget; instead the classification of proj- 
ects adopted is: “service, new products, and improved products and 
processes.” This same company effected a savings of approximately 
$300,000 a year through perfection of a process to retain artificial 
flavoring in a nationally known dessert, but according to the president 
of the company, the saving in cost was considered incidental to the 
improvement in the product which resulted. 

Executives in large companies are keenly interested in price reduc- 
tion; they realize the importance of keeping their product “‘competi- 
tive,” but frequently they view the process of price reduction in a 
slightly different sequence than is customary with most economists. 
A common business viewpoint is that production of a better product 
with a wider sales appeal increases volume which in turn makes possi- 
ble a reduction in costs and price. Many company executives think in 
these terms, rather than in a direct sequence from cost reduction to 
lowered prices. This attitude is attributable to the fact that in some 
industries “unfair price competition” is frowned upon by businessmen, 
whereas product competition has business sanction. There is some in- 
dication that the focus of monopolistic competition is shifting more and 
more to competition on the basis of product, rather than price—a 
trend which is reflected in the increasing percentage of research budg- 
ets being expended on development of new and improved products. 

Another possible reason for the growing portion of research budgets 
devoted to product improvement and development is that research in 
this area may be more profitable than research in cost reduction. While 
it becomes progressively more difficult to reduce labor costs as a higher 
degree of automatism in operation is reached, the possibilities of in- 
creasing profits through product improvement and variation seem to 
be unlimited. Of course, the comparative advantage of product im- 
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provement versus cost reduction will vary firm by firm and industry 
by industry, depending upon the type of product and mode of produc- 
tion. For many mechanical operations, however, it is true that such a 
high degree of mechanization has already been achieved—as in the 
case of carton filling, for example—that it may be both difficult and 
expensive to discover new more labor-saving methods.” 

A third—and final—reason for the growing importance of product 
development and the diminishing importance of cost reduction projects 
in research budgets may be listed, although it was not mentioned by 
any of the research executives interviewed by the author. This is the 
fact that cost-reducing improvements, since they generally involve dis- 
placement of labor, produce more friction in industrial relations than 
do improvements in the quality of the product. This consideration may 
not be of much importance at present, though unconsciously it probably 
reinforces the effect of the other circumstances in shaping manage- 
ment’s attitude toward research. In the future, however, as unionism 
matures and its power to resist displacement of labor by machinery 
grows, this factor will add its weight to the others which have been 
mentioned in reducing the importance of cost reduction in industrial 
research budgets. 

Thus the nature of the changes which are occurring in the composi- 
tion of corporate research budgets does not conform to what might be 
expected to follow from rising wage costs, on the basis of traditional 
analysis. Application of the Hicksian theory of the “induced inven- 
tion.’”* for example, would seem to forecast an increasing relative fre- 
quency of labor-saving inventions” and a stimulated interest in re- 
search projects devoted to reduction of labor cost. Actually there is 
little evidence that this has occurred. Union wage pressure appears to 
have produced some increase in the total volume of discoveries, but it 
has not increased the proportion of these discoveries which are con- 
cerned with reduction in labor cost. As a matter of fact, if recent trends 
in research activity are continued, it appears the invention in the future 
will, to an increasing extent, be geared to product improvement rather 
than cost reduction. Such a shift in emphasis will tend to lessen the 
effect of union wage pressure upon the rate of technological discovery. 

* However, even if, within a given technological era, it does become more difficult to 
discover means to save labor, most research directors questioned by the writer were of the 
opinion that over the long run invention will be more, rather than less, labor-saving than 
in the past. 

*J.R. Hicks, op. cit., p. 125. 

* The predominance of the labor-saving invention is explained by Hicks as attributable 
to the phenomenon of the induced invention, A rise in the price of labor relative to the 


price of capital would, on the basis of this theory, be expected to increase the predominance 
of labor-saving inventions in the total volume of new discoveries. 
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Wage Pressure and the Effective Rate of Discovery 


For certain purposes, it is convenient to distinguish the rate at which 
inventions are developed in the laboratory from the rate at which they 
are made available to the public. The former may be called the actual 
rate of discovery; the latter the effective rate of discovery. These two 
rates are not necessarily equal; the proportion of inventions which will 
be commercially exploited depends upon the cost-price structure and 
upon the nature of competition. 

Although wage pressure does not have much relation to the actual 
rate of discovery, rising wage costs may increase the proportion of in- 
ventions worth exploiting and thus produce an acceleration in the ef- 
fective rate of discovery. As has already been indicated in the analysis 
of the various stages of the research process, an increase in wage rates 
may be the determining factor in management’s decision to make the 
final research appropriation necessary to bring a new product or process 
into production. This stimulus is probably of most significance with 
regard to improved processes where margins and expected sales can 
be more accurately estimated. However, expectation of rising wage 
rates in the future makes management particularly anxious to improve 
its current profit position, so as to be prepared for the higher burden 
of costs. For this reason, a continuously rising wage level probably 
stimulates commercial application of new and improved products as 
well. Moreover, wage increases may act as a detonator in research 
activity, much the same as they increase the general level of efficiency 
of an enterprise. Research work may have been going on sporadically 
for some time on development of a new manufacturing technique, but 
a sharp increase in labor costs will bring orders from management to 
speed up experimentation and get into production as rapidly as possible. 
Thus, wage pressure may increase the effective rate of discovery by 
shortening the average period of gestation of invention. 

From the point of view of national welfare, it is probable that inven- 
tion spends too long a period in the laboratory. What is needed is a 
higher effective rate of discovery accompanied by a more orderly 
process of application of improved products and methods. In a survey 
of important discoveries, Dr. S. C. Gilfillan found that an average of 
half a century elapses between the first serious work on an invention 
to important use from it.* Rising labor costs, however, make change 
more desirable and continuance of old methods costly. Union wage 
pressure, therefore, by augmenting the advantage of the new over the 
old, may stimulate management to accelerate research experimentation 
upon new discoveries and to release them more rapidly to the public. 


” S.C. Gilfillan, The Sociology of Invention (Chicago, Follett Publishing Co., 1935), p. 96. 
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On the other hand, high labor costs may also retard the effective 
rate of discovery by increasing the mortality rate of business enter- 
prises. In the absence of unions, inefficient entrepreneurs would enjoy 
a better chance of survival. Such survival is, of course, socially un- 
desirable if it is bought at the price of substantial wages. On the other 
hand, it should be recognized that a high rate of business mortality 
makes for unproductive use of existing patents and probably reduces 
the effective rate of discovery. Our knowledge is limited concerning the 
disposition of patent holdings of insolvent firms, but it seems likely that 
full exploitation of many new ideas is substantially delayed in the 
process of bankruptcy and reorganization. It is true that a threat to 
survival provides the maximum incentive to increased efficiency and 
invention, but survival itself is essential if the full benefits of the pres- 
sure are to be reaped. Too rapid a rise in wage rates not only produces 
short-run unemployment, but also diminishes the flow of the stream of 
discovery upon which the level of long-run employment depends. 

On the whole, it appears doubtful whether unions will make a sub- 
stantial contribution in the direction of achieving an acceleration in 
the effective rate of discovery. While it is true that union pressure on 
costs may shorten the average period of gestation of invention, the 
growing strength of union organization is likely to be reflected in a 
multiplication of union rules and regulations which retard the rate of 
actual introduction of mechanical improvements. These restrictions are 
concrete and the retardation they impose on technological change is 
known, whereas, by contrast, the effect of wage pressure upon tech- 
nological discovery is vague and indirect.** Although at the present 
stage of union development there may still be some small net stimulus 
forthcoming from wage pressure,** in the future, growing union efforts 
to safeguard the jobs of individual union members and to preserve the 
status quo will probably act as an over-all brake on the pace of tech- 
nological advancement. It is possible, however, that unions as a conse- 
quence of management’s grant of an annual improvement factor will be 
more willing to relax restrictive rules and regulations so as to make 
possible the technological advance upon which the improvement factor 
is based. 

“The existence side-by-side of high wage rates and time-consuming methods in the 
construction industry has not proved an effective stimulus to technological change, because 
innovators realize that new techniques would be opposed by the unions. The effect of 
restrictive union practices must be judged, therefore, not only by the retardation they 
produce in the rate of introduction of known improvements, but also in the discourage- 
ment they afford to potential invention. 


* This stimulus to the rate of discovery is small compared to what could be accomplished 
by intelligent revision of tax and patent laws. 
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LESSONS OF WAR FINANCE 


By Woop.rer THomas* 


War finance provides economists with a laboratory for testing 
theories of inflation and its control. The methods adopted to finance 
war not only have significant effects during the war period but also 
can have far-reaching consequences long after the war has ended. With 
two major wars in our generation and another threatening, it behooves 
us to study the experience of the past and to endeavor to avoid repeat- 
ing any mistakes we have made. 

The National Debt in War and Transition by Henry Murphy’ fur- 
nishes an intelligently analyzed and probably the most comprehensive 
review of the methods and consequences of war finance that has 
ever been prepared. No one is better qualified by experience and 
training to undertake this task than Mr. Murphy. As assistant director 
of research and statistics in the Treasury Department for more than a 
decade before and during World War II, he had direct responsibility 
for research in debt management and was an active participant in the 
councils that determined policies. As an occasional participant and also 
a responsible observer, I can attest to the high quality and vigor of 
Henry Murphy’s contributions, particularly because we frequently 
disagreed. 


I 


As indicated in the preface, this book endeavors to fill the place of 
an “official ‘administrative’ history . . . discussing the background of 
the policy decisions of the Treasury and the Federal Reserve System 
in the field of public debt management during the war period and 
thereafter.” It is not intended to be an exposé; it is more nearly an 
apologia, for the author definitely states and supports his belief “that, 
on the whole the job of war finance and of postwar financial reconver- 
sion was well done.” It is with this thesis, in my opinion, that there can 
be disagreement. 

Many of the differences in views between the Treasury and the 
Federal Reserve are discussed in the book. Mr. Murphy expresses the 

* The author is economic adviser to the Board of Governors of the Federal Reserve 
System. Views expressed are those of the author and should not be considered as repre- 
senting the views of the Board except to such extent as the Board has published its posi- 
tions. 

* McGraw-Hill Book Company (New York, 1950), 295 pages. 
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view that these differences “were generally on narrower issues than was 
often supposed outside official circles.” It is true that the Treasury and 
the Federal Reserve agreed as to broad objectives and that most of 
the differences of opinion related to matters of judgment as to pro- 
cedures in carrying out these objectives. Many of the specific proposals 
seemed hardly wide enough apart to be significant. The differences in 
point of view, however, were not superficial; they were based upon 
fundamental and significant disagreements of principle and theory. 
Frequently those concerned with making the decisions were not fully 
aware of the fundamental significance of their advice and actions. 

It is useful to review these differences, as well as those aspects of 
debt management about which there was substantial agreement, and to 
appraise the experience critically. If we should embark upon another 
war, and even in the smaller-scale defense program which we have 
recently undertaken, it is most important that to the maximum degree 
possible we avoid the mistakes of the past. Some of the mistakes were 
seen at the time by observers, while others have become apparent as a 
result of subsequent developments. The decisions made were generally 
based upon careful analysis, wide discussion with a large number of 
people, and the weighing of different points of view. The Treasury 
could not be criticized for failure to seek advice. Nor should the Treas- 
ury necessarily be held to blame for all the decisions that might be 
called mistakes. The counsellors were frequently divided in their views 
and in some cases there was general agreement upon policies which 
on the basis of subsequent events might be considered as mistaken. 

This book on the national debt gives in detail the information 
needed to show those mistakes. The author, however, is rather com- 
placent about them. He concludes that the war borrowing program was 
“by a wide margin the best handled and most successful which the 
country has ever seen.” His assertion that “the total war and postwar 
inflation was held to smaller bounds than had been the case in either 
World War I or the Civil War” is hardly supported by the facts. The 
concluding sentence that “We should all be well content to let World 
War II stand forever as the highwater mark in our development of the 
techniques of war finance” is a questionable conclusion in the light of 
the facts presented in his book. 


II 
The principal features of World War II finance have been set forth 
in many records’ and are well known. Mr. Murphy’s contribution is to 


* Some of the principal sources are: Abbott, Charles Cortez, Management of the Federal 
Debt (New York, McGraw-Hill, 1946); Anderson, Benjamin M., “Inflation, the Rate 
of Interest and the Management of the Public Debt,” The Economic Bulletin, May 27, 
1947; Board of Governors of the Federal Reserve System, Annual Reports, 1942-1950; 
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present them in greater detail with a discussion of the various con- 
siderations that led to the decisions made. He also gives a useful 
analysis of government finance during the depression and defense 
periods. Knowledge of these periods is essential for an understanding 
of many of the aspects of war finance. 

The principal decisions as to war finance were: to tax heavily but 
not to cover all expenses by taxation; to borrow through voluntary 
means and not through compulsory savings; to raise needed funds as 
expeditiously and as cheaply as possible; to endeavor to sell the maxi- 
mum possible amount of securities to nonbank investors, but to rely 
upon banks for residual amounts; and, finally, to make use of the 
Federal Reserve to assure that funds could be raised on the basis of 
the interest rate pattern and terms adopted. 

Chapters on “The War Economy,” on “Taxation Versus Borrowing,” 
and on “The Voluntary Way for War Borrowing” in the early part of 
the book present briefly a rationale of various possible methods of war 
finance, considerations governing their adoption or rejection, and a 
résumé of those actually adopted. The relative merits of taxation and 
borrowing are discussed from the standpoints of fairness, inflation 
controls, production incentives, and postwar effects. The political, psy- 
chological, and economic limits of taxation are also emphasized. There 
is an enlightening discussion of the inflationary gap and of the rdle of 
savings. Finally, there is considerable discussion of various proposals 
for compulsory savings and of the suggested spendings tax. 

To cover adequately the subject of wartime taxation would require 
another book. A comprehensive, critical appraisal of war finance should 
place more emphasis than Mr. Murphy does upon delays in obtaining 
additional taxation. The story was consistently one of too little or too 
late. Measures vigorously opposed one year were belatedly adopted 
the next. in the meantime, the inflation potential mounted. Adoption 
of the current withholding of individual income taxes is a striking 


Chandler, Lester V., Inflation in the United States, 1940-1948 (New York, Harper, 1951); 
C.E.D., Monetary and Fiscal Policy for Greater Economic Stability (New York, Com- 
mittee for Economic Development, 1948) ; Committee on Public Debt Policy, Our National 
Debt (New York, Harcourt Brace, 1949); Hansen, Alvin H., Monetary Theory and Fiscal 
Policy (New York, McGraw-Hill, 1949); Harris, Seymour E., The National Debt and the 
New Economics (New York, McGraw-Hill, 1947); Secretary of the Treasury, 
Annual Report for 1945; Thomas, Woodlief, and Young, Ralph, “Problems of Postwar 
Monetary Policy,” Pustwar Economic Studies, Number 8, Board of Governors of the 
Federal Reserve System, 1947; U. S. Congress, Monetary, Credit, and Fiscal Policies— 
statements submitted to Subcommittee on Monetary, Credit, and Fiscal Policies, Joint 
Committee on the Economic Report, 81st Congress; U. S. Congress, Report of the Sub- 
committee on Monetary, Credit, and Fiscal Policies of the Joint Committee on the Eco- 
nomic Report Pursuant to S. Con. Res. 26, 81st Congress; Eccles, Marriner S., Beckoning 
Frontiers, Parts VI and VII (New York, Alfred A. Knopf, 1951). 
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example. This measure and the spendings tax were not pushed earlier 
because they might interfere with the savings bond campaigns. 
Toward the end of this review there is given a further analysis and 
criticism of some of the underlying theories that seemed to guide 
Mr. Murphy in his appraisal both of the various possible methods of 
war finance and of the success of the debt-management procedures and 
policies actually followed. 


III 


It is with the borrowing aspects of war finance that this book is 
most concerned. In this area emphasis was correctly placed upon the 
necessity in war for finance to be the servant, not the master. It is 
essential that needed funds always be readily available. What is often 
lost sight of is that under conditions prevailing at the outbreak of the 
war in this country, the task of borrowing money was an exceptionally 
easy one. Wth modern central bank techniques, governments can read- 
ily obtain funds in almost any amounts. The more important con- 
sideration of war finance is to raise funds in a manner which will mini- 
mize inflationary consequences not only during the war but in the years 
to follow. 

In the United States in 1941, it was particularly easy for the Treas- 
ury to borrow abundant funds at low rates of interest. The reasons for 
this grew out of developments in the depression period; they were: 
(1) the tremendous inflow of gold during the 1930’s which had swelled 
the reserves of the banking system far beyond the needs of the econ- 
omy, particularly at the depressed levels prevailing; (2) the resulting 
very low level of interest rates and especially the wide spread between 
short-term and long-term rates; (3) the gradual adoption by the 
Federal Reserve of a policy of supporting the government securities 
market; and (4) the relatively large volume of government securi- 
ties held by the banks which could through sales to the Federal Reserve 
readily create additional reserves. 

These significant influences, which were all related, formed what has 
been called the “government’s easy money policy.” Contrary to a 
popular view, they had not been “planned that way,” but had de- 
veloped naturally and gradually out of the circumstances of the 1930's. 
They were largely depression phenomena, but continued to exist during 
the expansion that occurred in the defense preparation period of 1940 
and 1941. Thus we entered the war at the end of 1941 not only with 
the lowest level of interest rates in our history—a level that had only 
just been reached—but also with a structure of rates that was char- 
acteristic of a highiy abnormal depression economy. This situation 
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conditioned wartime and postwar debt management and to a large 
extent determined its consequences upon the economy. 


IV 


One of the first policy decisions made was to borrow for war finance 
generally on the basis of the structure of interest rates then prevailing. 
The Federal Reserve entered upon this arrangement, which gradually 
became a commitment, with some misgivings. The reason for its adop- 
tion was the recognition that with almost unlimited borrowing always 
in prospect, interest rates would tend to rise and that such a prospect 
would tend to hold back purchases of securities. At the same time, the 
artificial nature of the existing structure was a cause for worry. 

In particular, the Federal Reserve wanted somewhat higher rates at 
the short end and some of the Federal Reserve officials would also have 
preferred a little more flexibility in long-term rates before establishing 
a pattern. Chairman Eccles suggested that, if the long-term rate was 
to be frozen, long-term bonds sold to nonbank investors should be 
nonmarketable with redeemability only at a sacrifice in interest return. 
Subsequent events indicate the wisdom and foresight of this proposal, 
which was adopted to a limited extent. Mr. Murphy’s principal positive 
suggestion for any future war financing is for greater use of securities 
of this sort. 

The Treasury not only insisted upon the maintenance of very low 
short-term rates but also during early 1942 wanted the Federal Reserve 
to assure that banks continue to have a large volume of excess re- 
serves. It soon became evident that, with the persistent credit demands 
from the government and from private borrowers, such a policy could 
only lead to unlimited credit expansion and a decline in interest rates 
close to the zero level that had prevailed for Treasury bills during 
previous periods of large excess reserves. The decline would have grad- 
ually permeated the whole rate structure. Under such a policy the 
objective of selling the maximum amount of securities to nonbank 
investors would have been a sham. The eventual establishment by the 
Federal Reserve of a % per cent buying rate on Treasury bills in effect 
provided banks with interest-bearing excess reserves, which were 
limited, however, by the volume of bills available. 

With the rate structure that prevailed, as the Treasury offered in- 
creasing amounts of certificates, notes, and bonds, as well as of bills, 
practically all of the bills, which bore the lowest rates, gradually came 
into the Federal Reserve portfolio. Eventually it developed that dealers 
bid for the weekly bill offerings and promptly sold them to the Federal 
Reserve at the established buying rates. The Federal Reserve repeated- 
ly made suggestions for permitting somewhat higher rates on bills, so 
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that banks and others would hold them. Some of these suggestions 
included means for lower rates on Federal Reserve holdings. It should 
be pointed out that opposition to the adoption of such measures existed 
within the Federal Reserve as well as in the Treasury. Not until 1947 
was a workable modus operandi finally adopted. 

Gradually each segment of the rate pattern became firmly fixed. 
Soon after the fixing of 34 per cent on three-montn bills, certificates 
began to be issued and the rate shortly settled at 74 per cent for one 
year. Another established peg came to be 2 per cent for bank eligible 
bonds with a maturity of not more than 10 years. The top limit was 
the early agreed-upon 2% per cent for long-term bonds, which was not 
raised even when the long bonds issued were restricted as to ownership 
by banks and although the maturities were gradually lengthened. 

With this sort of a pegged pattern there was no difficulty in keeping 
down long-term interest rates. The longer-term higher rate securities 
were popular. All securities rose in price as they approached the term 
of lower yielding issues. The shorter issues were sold to the Federal 
Reserve and longer issues were bought. The new reserve funds thus 
created provided the basis for multiple expansion in bank purchases 
of longer securities. This practice, which came to be known as “playing 
the pattern of rates,” tended to bring down long-term interest rates. 
During the war period, the tendency of rates to decline was retarded 
by continued new offerings of longer term issues, but the movement 
became most pronounced in 1945 and 1946. 

This was an almost perfect mechanism for promoting unlimited 
purchases of government securities but not for restricting inflationary 
credit expansion. The mechanism was made even more effective through 
the conduct of the war Joan drives, combined with temporary elimina- 
tion of reserve requirements against so-called war-loan deposits at 
banks. It should be clearly recognized, of course, that maintenance of 
the pattern of rates, the conduct of the war loan drives, and the 
exemption of war loan deposits from reserve requirements, while de- 
signed to facilitate war finance, were not intended to create such “an 
engine of inflation” as the combination later came to be called by 
Mr. Eccles. The results, while feared by some, became evident only 
with subsequent developments. 

Mr. Murphy describes with considerable objectivity the various steps 
and reasons whereby the pattern of rates became established and also 
the processes whereby it tended to lower interest rates. He has little 
to say, however, about the inflationary consequences of these develop- 
ments; rather he implies that purchases of securities by the Federal 
Reserve and commercial banks would have been just as large with any 
other structure of rates. 
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Vv 


The war loan drives, which were designed te further the objective 
of raising funds from nonbank investors, came to have consequences 
which cast doubt upon their effectiveness in accomplishing that objec- 
tive. This controversy is one in which the different viewpoints were 
and no doubt will continue to be based upon reasonable variations of 
judgment depending partly on emphasis given to particular objectives. 
It is clear that, owing to the profits that could be obtained from 
playing the pattern of rates, many of the purchases of securities in the 
later drives were made possible by sales to banks of securities pur- 
chased in previous drives. Such shifts, which were known as “free riding,”’ 
were highly profitable, and the possibility of profits induced some of 
the buying of securities. Free riding or “quota riding” also resulted from 
efforts to build up impressive sales results in local war-loan campaigns. 

Thus it can be demonstrated that the war-loan drives, although 
ostensibly drawing in large purchases of securities by nonbank in- 
vestors, actually brought about heavy sales of securities to banks. The 
question that remains unsettled is whether in the final analysis the 
drives resulted in the purchase and retension by nonbank investors of 
more securities than would otherwise have been obtained. Murphy be- 
lieves that they did, but there cen be no definite answer to this question, 
because the alternative procedure was never tried. The Federal Reserve 
persistently recommended procedures designed to restrict nonbank 
purchases of the type that resulted in large resales to banks. Such 
proposals were often opposed by the sales organizations for the war- 
loan drives, but some measures of the sort were attempted. 

One important contribution of Murphy’s book is the detailed descrip- 
tion of the various war loans—the setting up of the sales organization, 
the various securities included in each loan, the establishment of 
quotas, the changes in selling methods, the restrictions designed to 
limit “free riding” and direct or indirect bank participation in the loans, 
and the final results of each loan. The recital of facts shows how sales 
enthusiasm and the desire for large quotas generally prevailed over 
what Murphy calls the aim of “purity” in avoiding the leakage of 
securities to commercial banks. 

The discussion of “free riding” gives inadequate emphasis to the 
influence of the pattern of rates in encouraging such a practice. In one 
place (page 178), Murphy expresses concurrence with the opinion of 
the sales organization that a substantially larger amount of securities 
remained in the hands of nonbank investors as a result of the super- 
saturation than would have been the case if sales had been limited. 
Elsewhere (page 172) he expresses the view that, if corporate over- 
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subscriptions, made possible by leakages to banks, could have been 
reduced, more intensive canvassing of individual investors would have 
been necessary and “probably, a larger portion of all the funds raised 
would have come from nonbank investors.” 


VI 


Ultimate appraisal of the success of war finance cannot be reached 
alone on the basis of wartime results. Postwar consequences are even 
more important. In war direct controls of various sorts and extra heavy 
taxation, as well as patriotic appeals and the willingness of potential 
buyers to await better selections, can be relied upon to help hold back 
inflation. After the war, when increased supplies of goods become avail- 
able, for which accumulated wartime savings may be used, and when 
market forces can again be permitted to operate, the success of war 
finance is subjected to its real test. Judged on the basis of this test, 
the methods of financing World War II and postwar monetary and 
debt management policies should be viewed with skepticism as a guide 
for the future. The inflation that resulted was serious. The question 
remains as to what different policies would have reduced the degree of 
inflation. 

With the termination of heavy Treasury borrowing but continuation 
of the policy of maintaining the pattern of rates, the principal limitation 
on a downward adjustment of long-term interest rates was removed. 
There developed a bull market in government securities, which Murphy 
says was due almost entirely to psychological causes, ignoring the more 
obvious cause. It was then that more serious differences of opinion de- 
veloped between the Treasury and the Federal Reserve. The latter 
wished to take action which would discourage sales of short-term 
securities to the Federal Reserve to obtain funds to purchase higher- 
yielding securities. Even though action of this sort was essential not 
only to limit creation of bank reserves but also at first in order to 
prevent a further decline in long-term rates, the Treasury wanted to 
avoid any rise in interest rates. 

Chairman Eccles proposed, as a means of accomplishing the Fed- 
eral Reserve objective of restraining monetary expansion without caus- 
ing a rise in interest rates, a supplementary reserve requirement for 
banks that could be held in short-term government securities. This 
proposal was not supported by the Treasury, nor by all the Reserve 
Banks, and was vigorously opposed by bankers. Murphy does not even 
mention the proposal. 

Resumption of private demands for long-term, as well as for short- 
term borrowing, and a program of debt retirement by the Treasury, 
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which reduced bank holdings of short-term securities, shortly curtailed 
the demand for long-term Treasury bonds. Pressures on the short-term 
market, however, continued and the Federal Reserve was steadily called 
upon to purchase short-term securities in order to supply funds to ex- 
pand private credits. 

Murphy expresses the view that the 1946 Treasury program of re- 
tiring debt from previously accumulated cash balances was entirely 
neutral in its effect. Actually it had some deflationary effect to the 
extent that the Federal Reserve holdings were retired, because banks 
were thereby deprived of reserves and had to obtain funds by selling 
securities. Later when budgetary surpluses were used to retire securities 
held by the Federal Reserve, the deflationary effect was even more 
pronounced and is acknowledged by Murphy. This is a matter on 
which there has been considerable misunderstanding, growing out of 
the habit of measuring results only by net changes in holdings of se- 
curities by different groups of lenders without considering the inter- 
vening steps. When banks find it necessary to sell securities, some de- 
gree of restraint is exerted upon them, even though the Federal 
Reserve buys the securities at a fixed rate. The restraint, of course, is 
greater if rates are permitted to rise under such selling pressures. 

Finally, bginning in the summer of 1947, short-term interest rates 
were permitted to rise somewhat in response to market pressures. The 
artificially wide spread in the structure of rates narrowed considerably. 
Federal Reserve holdings of Treasury bills declined, and holdings by 
commercial banks and by nonbank investors increased. Murphy men- 
tions the changes in rates but does not point out the effects in obtaining 
a better distribution of the short-term debt among investors and in re- 
ducing creation of bank reserves through playing the pattern of rates. 

Selling pressures then shifted from short-term securities to long- 
term bonds, particularly the restricted bonds. Late in 1947 selling of 
bonds accelerated. The Federal Reserve made heavy purchases even 
at substantial premiums in order to cushion the decline in prices and 
discourage speculative selling. Soon the Federal Reserve lowered its 
support prices to little above par for the longest issues and bought 
freely at the pattern of prices set. Altogether within about a year Fed- 
eral Reserve purchases of bonds totalled about 10 billion dollars. 
Murphy describes these developments but does not give an appraisal 
of basic issues involved in the policy of pegging bond prices by a 
process that creates additional bank reserves in an inflationary period. 

The chronological description of war finance ends with developments 
in the middle of 1949 and the change in Federal Reserve policy from 
endeavoring to resist inflationary tendencies. The conclusion is that this 
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change in policy should have occurred earlier because of the developing 
recession. Subsequent events, not discussed in the book, indicated that 
the so-called recession was only a minor and probably inadequate 
readjustment and an early re-reversal of policy was necessary. 


VII 


A rationale, if not the rationale, governing debt management policies 
followed during the war is presented by Murphy. It is doubtful whether 
the theories underlying Murphy’s appraisals have been supported by 
subsequent events or should be accepted as the basic principles of war 
finance to guide us in the future. Expressed in simple terms they are 
that change in the quantity of money is not an important consideration 
in war finance and that interest rates should not be permitted to rise. A 
corollary view is that the forms in which liquid assets are held are not of 
particular importance. Finally, the fear of a postwar recession and the 
desire to have an accumulated fund of buying power to cushion such 
a decline was a guiding motive. 

Analysis of the “inflationary gap” and of the “paradox of savings,” 
presented in the book, is a useful reminder of some of the complexities 
of determining the possible inflationary consequences of war finance. 
It is shown that substantial savings are inevitable when there is a large 
government deficit and that the statistical quantity of saving is not a 
measure of the degree of inflation or of deflation. The effect depends 
on the uses that are made of the savings. The practical rule is that 
“everything possible should be done to induce people and business firms 
to save. The more they try to save, the lower will be prices. . . .” With 
respect to the application of this rule, however, Murphy belittles the 
effectiveness of the most readily available procedure. His basic philoso- 
phy appears in the following statement (p. 72): 


It should be emphasized that it is the stimulation of savings and not 
the procurement of the investment of these savings in government securi- 
ties which is essential. If the money is saved, it is only a matter of the 
niceties of finance that it should be invested directly in government 
securities by the saver. If he does not so invest it, this will be done for 
him by the banks or other institutional investors whose liabilities he is 
holding. . . . But if a wartime borrowing program is not effective in stimu- 
lating saving, it is of no avail that it succeeds in selling enough securities 
to finance the deficit. Spending will continue in excess of the available 
supply of goods and services, and prices will rise in a never-ending spiral. 
This is a difficult concept—the most difficult in war finance. 


While these criteria represent the “ultimate” goal, they “are too 
complex for a sales organization to understand.” It was necessary, there- 
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fore, to establish as a “proximate” goal of success the more measurable 
result of the volume of sales to nonbank investors. Although Murphy 
contends that this was not the “real” objective, he does admit that it 
had considerable validity because “funds invested in government se- 
curities are less likely to be spent readily than those saved in the form 
of currency or bank deposits.” Greater emphasis upon this proximate 
goal, rather than less, in debt management policies would probably 
have brought us nearer to attainment of the ultimate goal than was 
actually reached. 

Important considerations either not mentioned or not given ade- 
quate weight by Murphy are: (1) increases in bank deposits re- 
quire the creation of bank reserves, which continue available to banks 
even if the deposits are later extinguished by debt repayment; (2) in- 
creased savings—the “real” objective—can be induced if securities of- 
fered are sufficiently attractive; (3) devices can be employed to dis- 
courage dissaving, once funds are invested in government securities, 
particularly if they have to undergo the test of the market; (4) finally, 
the test of effectiveness should be measured not so much by wartime as 
by postwar experience. 

The philosophy that the form of savings did not matter also partly 
explains the view that the level of interest rates did not matter very 
much. In the discussion of fitting the securities to the needs of investor 
(page 266) there is some recognition that rates of interest as well as 
maturities should vary. In order to provide rates high enough to suit 
the needs of some investors and still not upset the established pattern, 
longer maturities were offered. The sensitivity of the prices of these 
long-term securities to interest rate changes, Murphy correctly points 
out, “greatly increased the difficulty of making any adjustments in 
long-term interest rates in the post-war period.” 

Murphy’s basic view, however, is expressed as follcws: “it is un- 
likely that an increase in interest rates would have been helpful in 
furthering the ultimate objective of reducing total spending.” He 
admits that for the postwar period it was too early to say whether the 
wartime long-term rate of interest was correct. But his basic view dur- 
ing the war and after was that long-term rates should be low and 
should not be permitted to rise. 

One of the important and persistent considerations determining 
wartime debt-management policies that in the light of hindsight was 
mistaken was the fear of postwar depression. It was thought that an 
accumulated pool of buying power could be prevented from causing 
inflation during the war by direct controls—the example of Nazi Ger- 
many was cited in support of this view—and would be useful in pre- 
venting depression after abnormal wartime demands ceased. It is now 
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clear, and should have been during the war, that these fears were 
unfounded. All of the discussion of compulsory or voluntary saving as 
a means of providing a postwar backlog of buying power was a mis- 
direction of emphasis. The pool of buying power turned out to be 
obviously excessive and was responsible for an avoidable degree of 
postwar inflation. 


VIII 


In view of the basic principles that seem to guide his judgments, — 
Murphy’s appraisal of the success of the war borrowing program could 
not be particularly critical. Because the proportion of United States 
securities was increased from 24 per cent to 43 per cent of total liquid 
assets held by nonbank investors, he concludes that the sales organiza- 
tion deserves credit for “a considerable degree of success toward 
achievement of the proximate goal of the war borrowing program—.e., 
the sale of securities to nonbank investors.” He lists certain other im- 
portant factors that contributed to this achievement. Question can be 
raised as to whether, in view of the tremendous increase in total liquid 
assets, there might have been ways of selling more securities to non- 
bank investors and, more importantly, of having them held more firmly 
in the postwar period. 

Appraisal of the attainment of the “ultimate” goal, namely to reduce 
total spending and thus to help in holding down prices is highly 
equivocal. In effect, Murphy seems to say that to the extent that the 
war borrowing program did this, it made a contribution to the war- 
time stabilization program and to reduction of postwar inflationary 
pressures. 

An involved analysis of yearly increases in money and liquid assets 
as percentages of gross national product, compared with percentage 
increases in prices, is presented, apparently to support a conclusion 
that short-run changes in ‘money have no bearing on price changes. 
Another set of comparisons of actual figures is given to indicate that 
in the long run money and liquid assets do seem to have a bearing on 
price changes. On the basis of this comparison and after weighing 
various qualifications, the conclusion is reached that “the inflation 
potential remaining from the war-time creation of money and liquid 
assets had probably been absorbed by the end of 1948.” 

This conclusion, which appears frequently in writings, is based upon 
comparisons with the 1930’s, a period of exceptionally low monetary 
velocity, or upon adjystments for long-term trends in velocity com- 
puted from dubious figures for early years and greatly influenced by 
the 1930’s and 1940’s. Experience of the 1920's, particularly 1928 and 
1929, indicates what can happen to turnover of money when specula- 
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tion is rampant. The influence of the tremendous volume of outstanding 
government securities will tend to make possible greatly increased 
turnover of money. This is a factor that needs to be given more con- 
sideration in monetary analyses. 

In considering ways in which a better job of war finance might have 
been done, Murphy’s conclusions are not radical or particularly im- 
pressive. In retrospect, somewhat greater resort to taxation would have 
been feasible, but it “would not have produced miracles.” The im- 

portance of prompter increases is not mentioned. The author sees no 
' difference in principle between taxation and compulsory borrowing; 
he gives inadequate consideration to the difficult postwar problem 
caused by having such a large volume of liquid assets outstanding. In 
the light of our recent experience with the results of borrowing, all 
of the wartime discussion of compulsory saving seems futile. There has 
been no occasion since the war when a release of compulsory savings 
would have been appropriate. Nevertheless, it is likely that such debts 
would long ago have been made redeemable, thus adding to postwar 
inflationary pressures which even so were much too great. 

Murphy’s other principal conclusions are of a negative nature. He 
rejects proposals for the offering of irredeemable securities for sale, on 
the reasonable ground that they would not have been purchased in 
sufficient amounts to accomplish the desired purpose. He would favor, 
on the other hand, more extensive use of nonmarketable securities re- 
deemable before maturity, presumably at some sacrifice in yield. 
These would have the advantage of placing some penalty on redemp- 
tion without all the disadvantages of market price fluctuations as a 
means of accomplishing that purpose. This is a proposal which needs 
much more consideration of all factors than Murphy gave it. 

Finally, he rejects suggestions that a general increase in interest 
rates would have contributed to the success of war finance in attaining 
the ultimate objective of reducing spending in the war and postwar 
periods. He admits that higher interest rates “might have been helpful 
in accomplishing the proximate objective,” namely the sale of more 
securities to nonbank investors, who would have held smaller cash 
balances. He also admits that low rates might have encouraged exces- 
sive capital formation in the postwar period, but capital formation was 
needed at that time. This is a view that needs qualitative analysis. 
He fears that if rates had been permitted to rise, they might have 
continued too high when lower rates again became desirable. It appears 
that because low rates are beneficial at times, higher rates should never 
be permitted to occur. 

This conclusion leads to the inevitable result that, when borrowing 
demands are in excess of available savings, interest rates should not 
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be permitted to rise, but new money should be created. This seems to 
be a complete negation of any sort of monetary policy aimed at the 
maintenance of a reasonable degree of stability. Inflation should be 
permitted until the bubble bursts. This theory should be put in the 
same class with an earlier held theory that depression should be per- 
mitted to continue until a state of equilibrium is reached. 

Events since the book was published have resulted both in a higher 
general level of interest rates and in a narrowing of the margin between 
long-term and short-term rates. In view of this development, one may 
expect that it will be possible to avoid another attempt to finance a 
war with a structure of interest rates that can exist only in depression 
or by unlimited monetary creation. With experiences of the past as a 
guide, any attempt to do so would no doubt meet with considerably 
less success in avoiding inflation than was the case during World 
War II. Interest rates could be held down to such levels and inflation 
avoided only through the adoption of much more restrictive measures 
with respect to taxation, compulsory lending by individuals and in- 
stitutions, and bank reserve requirements than are suggested by 
Murphy in this book. 

In any period of war finance and, in view of the large and widely 
held public debt, probably also in times of peace, varying degrees of 
Federal Reserve support will be needed in the government securities 
market. The objective of economic policy should be to adopt fiscal, 
debt-management and other measures which will reduce the need for 
bond-market support in periods of expansion rather than to rely upon 
such support to make the task of debt management easy. 
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INTERNATIONAL DISPARITIES IN 
CONSUMPTION LEVELS* 


By M. K. 


“Make No Comparisons” was the ninth of Twelve Good Rules for 
Servants long ago laid down by King Charles of England. It has al- 
ways been a rule widely observed in the breach. Governments perhaps 
cast a side glance at it when, in comparisons of nations, the word 
“underdeveloped” by common consent displaced the word “backward.” 
Comparison nevertheless lay behind the use of either word, as it lies 
behind the commitment of the United States to extend aid and counsel 
to underdeveloped countries—some of them, at least—under its foreign 
assistance programs. 

I propose here to attempt—let me stress the word “attempt”—to 
compare nations with respect to relative consumption levels, limiting 
the inquiry to 31 nations and to a period shortly before World War II, 
typically 1934-38. The nations, including some politically dependent 
groups, comprise all countries of the world, 28 in number, which as of 
the end of 1935 had populations of 10 million or more,’ plus three 
smaller ones* chosen to widen the geographical range. The full list 
appears in Chart 1. The selection is nonpolitical. The populations of 
these 31 nations made up over 85 per cent of the estimated world total 
in 1935. 

I 


The attempt is made here to array or rank these countries with re- 
spect to their consumption levels, not to measure degree of difference. 
This is not the occasion to sharpen definitions of such terms as “con- 
sumption level,” “level of living,” “level of real wages,” “level of real 
income,” “stage of economic development,” and “level of economic 
well-being.” Some common core of meaning in these words appears 
to justify the statement that improvement or enlargement or enhance- 

* This paper was presented to the annual meeting of the American Economic Association 
at Chicago, Illinois, December 30, 1950. 

+ The author is executive director of the Food Research Institute, Stanford University. 

* As estimated in League of Nations, Economic Intelligence Service, Statistical Year-Book 
. . . 1936/37, 1937. II. A. 7 (Geneva, 1937), pp. 13-21. The list of countries appears in the 
charts and appendix tables below. 

* Cuba, the Union of South Africa, and Australia. 
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ment of any ore of them in so-called underdeveloped countries is an 
objective of the foreign economic policy of the United States. Yet it 
seems worth while here to observe again, as J. S. Davis pointed out 
in his presidential address to the American Economic Association six 
years ago,” that “level of living” comprehends more than “consumption 
level,” and raising it is a superior aim of public policy; that a group 
with a given “consumption level,” which is something experienced, may 
have a different “consumption standard,” which is something desired 
but not necessarily experienced; and that a group may actually ex- 
perience a given “level of living” but may aspire to a “standard of liv- 
ing” which is higher. In the matter of international comparison, his 
important differentiation between “consumption level” and “level of 
living” perhaps cannot be followed unfailingly. But it is possible to 
avoid confusing “consumption level” with “consumption standard,” 
and particularly with the term “standard of living,” which so rarely is 
accorded the specific meaning that it ought to have. 

I shall endeavor here to cling to the concept of “consumption level” 
as Davis defined it: “a sort of aggregate of the food, fuel, and other 
nondurable goods used up, the services of houses, automobiles, cloth- 
ing, and other durable and semidurable goods utilized, and the services 
of human beings used, by an individual or group, in a given period of 
time.’”* Enhancement of national consumption level so construed is 
today widely accepted as an object of national policy, although that 
may not have been true two centuries ago, it may not be true uni- 
versally today, and it might well be qualified as enhancement accom- 
plished without draft on capital assets. 


II 


Nations, like families, consume food, beverages, tobacco, clothing 
and items of adornment, cosmetics, fuel, housing and its many 
appurtenances, transport and communication, books and magazines 
and newspapers, instruction both secular and religious, medicines and 
medical ministrations, and so on. There are a good many ways of 
classifying the goods and services consumed or utilized (a distinc- 
tion between those words seems unnecessary here) by a nation in a 
given period of time. I shall make use of the rubrics food and tobacco; 
medical and sanitary services; housing including fuel, together with 
clothing; education and recreation; and transport and communication. 
No outstandingly important aspect of national consumption is omitted 
in such a classification. Whether or not the goods and services are 

* “Standards and Content of Living,” Am. Econ. Rev., Vol. XXV, No. 1 (March, 1945), 
pp. 1-15. 

* Ibid., pp. 3-4. 
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brought to consumers by individual effort or by action of government is 
a matter of indifference in the problem of ascertaining relative national 
status with respect to consumption level. 

Some categories of services rendered by durable goods and by per- 
sons ought not to be regarded as components of national consumption 
levels. Armaments and the armed forces constitute the outstanding 
example, police forces and equipment possibly a less conspicuous one. 
There would be a consumption level in a slave state heavily burdened 
with secret police and armed to the teeth. But the very concept of 
consumption level would be violated if a free state mildly policed and 
with minimum armament were to be appraised as having a lower 
consumption level than the slave state merely because the slave state 
was the more heaVily armed and policed. Violence would likewise be 
done to the concept of consumption level to say of any nation that an 
augmentation of consumption of military and police services in itself 
would elevate the national consumption level. 

Taking pains to exclude national differences in the quantum and 
quality of services flowing from armaments and armed forces, how 
shall one approach the problem of determining the relative prewar 
status of nations with respect to consumption level? 

For economists, perhaps, the first thought might well be to consult 
available statistics somehow promising to express consumption level 
in monetary terms—in particular, perhaps, that category of gross 
national product which is called “personal consumption expenditure,” 
reduced to a per capita basis and converted from expression in national 
currencies to expression in some single currency or some common de- 
nominator such as Colin Clark’s “international unit.’” A little reflec- 
tion will suggest, however, that estimation of gross national product 
or personal consumption expenditure is an unknown art in some coun- 
tries and far from a well-understood and established procedure in 
others, so that comparability of basic data will be in question where 
they exist. There will be difficulties, too, in the matter of conversion 
to a common currency, at least in the not uncommon presence of 
controlled foreign-exchange rates. Comparability may be jeopardized 
because price differentials are so diverse from one country to another, 
and because economies of subsistence type are not easy to compare 
with the commercialized ones. Personal consumption expenditures 
would cover poorly such services as accrue to consumers from semi- 
durable goods and durable goods and structures. Somewhat the same 
points could be made with reference to estimates of national income, 
or of national wage rates. 


5 The Conditions of Economic Progress (London, 1940), p. 39. 
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The point in question is basically the probable undependability of 
monetary series, such as are available, as indicators of differences in 
national consumption levels. It suffices at the moment to say that there 
seems to be reason enough to search in other directions, among sta- 


Inpicators oF RELATIVE NATIONAL CONSUMPTION 


United States 
Canada 
Australia 
United Kingdom 
Germany 
France 
Argentina 
Czechoslovakia 
Cuba 

Japan 

Italy 

Un. So. Africa 
Spain 
USSR 
Brazil 
Mexico 
Poland 
Yugoslavia 
Philippines 
Rumania 
Turkey 
Egypt 
Thailand 
India 

Korea 

Persia 

China 
Nigeria 

Fr. indo-China 
Neth Indies 
Fr.W. Africa 


0 
* Data from Table II, page 647. 
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tistical series strictly nonmonetary in character, for indicators of rela- 
tive national consumption levels in the prewar period, typically 1934-38. 
Some international comparisons of money income per capita will be 
presented later. At this point let me indicate the general outcome of 
an effort to arrange 31 countries of the world in order of rank with 
respect to consumption level, as in Chart 1, and comment upon the 
method used to construct such an array. 
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It is possible to find a substantial number of potential nonmonetary 
indicators of relative national consumption levels, or of some segment 
of national consumption levels. When in 1937 I undertook to make an 
international comparison of what I miscalled relative national “stand- 
ards of living,” in a group of European countries and the United 
States,® I used 14 nonmonetary indicators. Of these I now regard only 
six as reasonably appropriate to the task in hand either then or now. 
When early in 1950 the United States Department of State issued its 
brochure called Point Four .. .,’ designed to “explain the nature, pur- 
pose, scope, and operating arrangements for the proposed Point Four 
Program and its relation to the United Nations program,’”* it arrayed 
53 countries not only as to per capita national income in 1939, ex- 
pressed in dollars, but as to 18 nonmonetary indicators of relative 
status, though not expressly of status of consumption level. Twelve of 
these 18 nonmonetary indicators I regard as inappropriate to my effort, 
for reasons I cannot explain in the space available. 

Not only must one avoid monetary indicators which involve the flow 
of services from armaments and the armed forces. Potential indicators 
which may cover a good deal of investment in other durable goods or 
structures should also be excluded; for example, I would reject a 
series showing consumption of steel per capita. Indicators of relative 
national consumption of peripheral and minor items like caviar or 
smoked turkey could serve no useful purpose; one ought to choose 
indicators representing actual or potential consumer outlay constituting 
more than an insignificant fraction of national expenditure budgets, or 
of “use budgets” in economies wherein consumers achieve most of 
their consumption through their own labor without exchange. In the 
field of transportation, there is particular need to avoid series in which 
the relative status of nations rests heavily on the spatial dispersion of 
the populations within the national territories. The facts that Canada 
and Australia had respectively only 9 and 12 miles of railway per 
1,000 square miles of territory cannot be taken as indicating that their 
populations used smaller services of railways than did the populations 
of France and Germany, where railway mileage per 1,000 square miles 
was respectively 189 and 253 miles. Why lower the rating of a country 
because much of its area is tundra, swamp, or desert? 

For these and other reasons, notably including overnumerous gaps 
in data, I have rejected, after compilation, such series as crude death 


*“On Measurement of Relative National Standards of Living,” Quart. Jour. Econ., Vol 
LI (Feb., 1937), pp. 317-35. 

* Publication 3719, Economic Cooperation Series 24, released January, 1950. 

[bid., p. iii. 
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rates, tuberculosis death rates, birth rates, and expectation of life at 
birth; railway mileage, railway locomotives, roads, and telegraph-wire 
mileage, each expressed both per 1,000 square miles and per 1,000 of 
population; ton-miles of freight carried on railways per 1,000 of popu- 
lation; percentage of population illiterate; number of elementary 
schoolteachers per 1,000 of population; consumption of food fat and 
of animal protein per person per day; and even a commonly accredited 
indicator, total food calories consumed per capita per day. 

The reasons for rejecting data on national consumption of total food 
calories consumed per capita per day deserve emphasis, because it is 
mainly from those estimates that conclusions are drawn such as Lord 
Boyd-Orr’s: “A lifetime of malnutrition and actual hunger is the lot 
of at least two thirds of mankind.’ Note the word “hunger,” which 
must mean deficiency of food calories if it means anything. In the 
absence of estimates of national calorie consumption per head per day— 
an exceedingly complicated problem of estimation—and of per capita 
calorie “requirements,” solidly based, I venture to say that Boyd-Orr 
could have found no good basis for making so sweeping a statement. 
People appear to be unduly impressed when faced with figures indi- 
cating a consumption of only 1,900 calories per head per day in 1934-38 
in French Indo-China and in the Philippines, whereas in the United 
States and Canada it was estimated as about 3,100 calories—over 60 
per cent higher. This relationship is commonly taken as credible evi- 
dence that the populations of French Indo-China and the Philippines 
must have been hungry, must have had a very low consumption level 
with reference to quantity of food. 

The conclusion does not follow from the given data. It does not 
follow when, as is certain, the populations of the two Oriental countries 
consist in much larger proportions of babies and very young children, 
when normal adults weigh about 30 per cent less than the adults of 
some Occidental populations, and when the Oriental populations live in 
decidedly warmer climates. It does not follow if, as seems more prob- 
able than improbable, the Oriental populations are physically the less 
active and waste less of the food estimated to be available at retail 
level—the basis on which these data on food calories per head per day 
are estimated. When one considers such facts and probabilities, he can 
reconcile, for example, a calorie-consumption estimate for Thailand 
in 1934-38 of 1,756 calories, put out by the Food and Agriculture 
Organization of the United Nations in 1948, with the statement, 
“There is no problem of hunger [in Thailand],” put out by the United 


*“The Food Problem,” Scientific American, Vol. CLXXXIII (Aug., 1950), p. 11. 


” The State of Food and Agriculture 1948 . . . (Washington, D.C., September, 1948), 
p. 49. 
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statistics, I employ for international comparison data recalculated to 
represent consumption of calories at retail level per 100 pounds of 
humanity per day. The differences between nations shown by this series 
are much smaller than the differences indicated by data on calories 
per head per day. Although these differences may sometimes point to 
genuine shortage of food calories, some of the indicated differences may 
reflect nothing more than differences in environmental temperature, 
physical activity, and wastefulness of food, to say nothing of pure 
errors of estimate; they do not point conclusively to differences in 
prevalerce of hunger. 

The nonmonetary statistical series eventually deemed more or less 
useful as indicators of relative national consumption levels are then 
as follows: with respect to food and tobacco, (1) total calories at 
retail level consumed per 100 pounds of humanity per day, (2) pro- 
portion of total calories derived from foodstuffs other than those gen- 
erally cheapest per 1,000 calories, namely grains and potatoes, and 
(3) consumption of tobacco per capita; with respect to medical and 
sanitary services, (4) reciprocals of infant-mortality rates, and (5) 
physicians per 1,000 of population; with respect to housing, fuel, and 
clothing, (6) consumption of sawn lumber per 1,000 of population, 
(7) consumption of cement per 1,000 of population, (8) utilization per 
capita of inanimate energy in households and other nonindustrial 
buildings, and (9) consumption per capita of textile fibers (cotton, 
wool, and rayon); with respect to education and recreation, (10) per- 
centage of school-age population attending school, (11) pieces of mail 
circulated per capita, and (12) number of moving-picture theaters per 
1,000 of population; and with respect to transport and communication, 
(13) weight per capita of freight carried by rail, (14) utilization per 
capita of inanimate energy by railways and inland waterways, 
(15) motor vehicles—trucks, buses, automobiles, motorcycles—per 
1,000 of population, and (16) number of telephones per 1,000 of popu- 
lation. 

The intention in selecting these 16 indicators was somehow to get at 
what Davis called “a sort of aggregate” of goods and services used by 
national populations in a given period of time. It will be apparent that, 
while some of the indicators pertain as they should to a flow of items 
into consumption in the period specified, other indicators pertain to the 
stock of items from which services are assumed to flow. In some aspects 
of consumption, one is forced to judge the flow from the stock, there 
being no statistical evidence of the flow. Perhaps no single indicator is 
as accurate as one could wish; and I have had to make my own esti- 
mates for some indicators for some countries. The intention was also 


" Office of Public Affairs, Thailand: Its People and Economy (Publication 3958, Far 
Eastern Series 36, September, 1950), p. 1. 
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to provide as wide a coverage as available data permitted of major 
segments of the consumption level. How successful this effort has been 
is questionable. There is reason to feel particularly dissatisfied with 
indicators of relative national status of housing. Series on utilization of 
cement and of sawn lumber, even when supplemented by estimated 
per capita consumption of inanimate energy in households, seem in- 
sufficient to the purpose. In general, also, the method takes no account 
of differences in quality of goods and services utilized. In the whole 
procedure, one is necessarily dealing with rough approximations. 

In addition to the 16 indicators pertinent to the several main seg- 
ments of consumption, I have selected three which I call “balancing” 
indicators. The first and second of these “balancing” indicators have to 
do with per capita utilization of inanimate energy in manufacturing 
establishments, and with livestock units** per 1,000 of population. One 
purpose in including these is to assure a fairer relative rating to coun- 
tries whose economies are either heavily pastoral-agricultural or 
heavily industrial. One does not want to penalize, so to speak, either 
city populations or country populations. Another purpose of including 
these indicators is to permit expression to be given, among countries 
where there is practically no manufacturing, to advantages in consump- 
tion accruing to those which have the larger livestock populations. The 
third of these “balancing” indicators pertains to climate. It can be said 
that peoples living in relatively warm climates have a natural ad- 
vantage over those living in cold climates in the fields especially of fuel, 
housing, and clothing, and to some extent of food, Accordingly, although 
doing so may blur the distinction between consumption level and level 
of living, I include an indicator which crudely expresses the relative 
climatic advantage of the warmer countries by assigning a higher 
ranking to a country that has 365 days a year of temperatures above 
41° Fahrenheit than to one which has fewer such days. 

Of course there is a question about how to make “a sort of aggre- 
gate” of these 19 indicators of relative consumption level. The basic 
problem is whether or not to assign weights to the several indicators 
so as to allow for probable differences in importance. I know of no 
basis for assigning weights. Accordingly, regarding each of the first 
16 series as an observation of national differences in one of the major 
aspects of consumption level, and the other three indictors as correc- 
tions of the first 16, I have expressed the basic data as relatives, taking 
the highest national figure as 100. With respect to any single indicator, 
a given nation can then score 100 points but no more. With 19 indi- 
cators, the maximum score of any nation is 1,900 points. 


2 “T ivestock” means horses, mules, cattle, buffaloes, swine, sheep, and goats. Chiefly on 
the basis of relative value per head in the United States and Canada, one head of cattle 
or buffalo is taken as 1 animal unit, a pig as .4 unit, a sheep or a goat as .2 unit, a horse or 
a mule as 2.5 units. 
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According to the chart, the United States led the 31 nations here 
considered in total score, yet failed to score the maximum. One or 
another country scored higher than the United States with reference 
to calories per 100 pounds of humanity per day, infant-mortality rate, 
consumption of cement, consumption of inanimate energy in house- 
holds, consumption of textile fibers, percentage of school-age population 
attending school, moving-picture theaters per 1,000 of population, live- 
stock per 1,000 of population, and climatic environment. Nevertheless, 
the general position of the United States was markedly high. The 
nearest competitor, Canada, scored only about four-fifths as many 
points; and the lowest-ranking nation, French West Africa, only about 
one-sixth as many. The gradient from highest scorer downward was 
initially steep and thereafter more gradual. Only six countries— 
Canada, Australia, the United Kingdom, Germany, France, and 
Argentina—scored more than half as many points as the United States. 
There were 13 countries which scored from a fourth to a half as many 
points as the United States, and 11 countries which scored less than a 
fourth as many. 

The summation of scores in Chart 1, at the right, purports to indi- 
cate approximately the relative rank of the nations considered with 
respect to national consumption level. I am aware of the statistical 
impropriety of adding nonadditive series, and I do not wish to imply 
that precise numerical expression is given to degree of difference in 
consumption level between any two countries. If French West Africa 
scored 269 points by the method used and the United States 1,707 
points, it is nevertheless not properly to be concluded that the consump- 
tion level of 1934-38 was 6-7 times as high in the United States as in 
French West Africa. 

But have we here even what is sought, a trustworthy ranking of the 
several nations with respect to consumption level? First, of course, 
comes the question whether the array is according to consumption level, 
or according to something else. On this question I can say little more 
than that effort was made to select only such indicators as pertained 
to consumption level rather than to stage of economic development or 
to level of living (except as it includes consumption level and except as 
inclusion of climate may biur the distinction). 

The second question is, how dependable are the scores as indicators 
of relative rank—in consumption level if it be granted that consump- 
tion level is in fact being considered. Supports of reliability lie in the 
facts that the indicators taken together spread over the dominant 
aspects of consumption, and that the number of indicators is rather 
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large. One could have more faith in the outcome if it were possible to 
find a secure basis for assigning weights to the several indicators. And 
yet fairly severe weightings, as will appear, have only minor effects 
upon the ranking of the 31 countries. 

Obviously, as Chart 1 shows, there is a larger contrast between na- 
tions with respect to some indicators than with respect to others. One 
would expect this, for a population can survive without telephones, 
moving-picture theaters, or schools, even without any mechanical trans- 
port; but it cannot survive without food calories, without some food- 
stuffs other than grain and potatoes, without infant-mortality rates 
such that considerable numbers of babies live more than a year. A na- 
tion in the lowest stage of culture would be bound to score points on 
some of the indicators—the above, and climate as well—but not neces- 
sarily on others. If we ignore the balancing indicator of climate, the 
empirical evidence points toward the smallest disparities between na- 
tions in calories consumed per 100 pounds of humanity per day, per- 
centage of calories from foods other than grains and potatoes, tobacco 
consumption, infant-mortality rates, consumption of textile fibers, and, 
though less markedly, freight carried by rail, and livestock. 

Again, it is only to be expected that one national group may express 
a preference, whether through the markets or through governmental 
decision nearly independent of popular decision, to stress educational 
or medical service, let us say, as against transport and communication; 
another national group might behave in the opposite way. It is interest- 
ing to see that Japan scored more points with reference to school 
attendance and pieces of mail circulated than did Argentina, whereas 
with reference to indicators of food and tobacco consumption, the 
position was reversed. No doubt American decisions under foreign 
assistance programs will give recognition to possible preferences of 
underdeveloped areas—some to elevate their consumption level in one 
direction, some in other directions. 

One rather striking oddity appears among the countries ranking 
lowest according to Chart 1. The ranking of Nigeria as 28th among the 
31 countries was determined heavily by the relatively high score in 
consumption of energy chiefly for household uses. This is not to be 
explained by exceptional need to heat houses, or to cook, or to supply 
power for electric refrigerators, vacuum cleaners, or electric lights. It 
appears simply to be that Nigerians burned a great deal of fuel wood 
in large fires, which are ceremonial or traditional and supposedly 
helped to keep lions away. This aspect of consumption was not found 
elsewhere among the 31 countries here considered, but was apparently 
common enough in some other parts of Africa. Except for this un- 
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common use of fuel, Nigeria would rank with French West Africa at 
the bottom of the list. 
Vv 


Two statistical series of monetary type are available for comparison 
with the general nonmonetary indicator of relative status of nations 
with respect to consumption level. These two are (1) for 22 countries 
only, per capita national-income estimates, converted to United States 
dollars, for the year 1939; and (2) for all 31 countries, Colin Clark’s 
estimates, again for 1939, of real income per hour worked, expressed in 
“international units,” which are dollars of the purchasing power of the 
period 1925-34. Neither of these series was specifically designed to 
display national disparities in consumption levels. Yet it is easy, even 
natural, to suppose that fairly substantial differences between countries 
as shown by either of these series might well point to disparities in 
consumption levels, even allowing for difference in years covered. Let 
us see how these two monetary series look in comparison with the 
nonmonetary indicator thus far discussed. 

The comparison appears in Chart 2. There the heavy dots represent 
per capita national income in 1939 expressed in dollars, reduced to 
relatives with the figure for the United States taken as 100. The con- 
nected line of hollow circles represents Colin Clark’s estimates of real 
income per hour worked in 1939 expressed in international units, re- 
duced to relatives with the figure for the United States taken as 100. 
The heavy solid line represents the total scores for 1934-38, as in 
Chart 1, of the several countries with respect to 19 nonmonetary indi- 
cators of consumption level, with the total scores reduced to relatives 
and with the figure for the United States taken as 100. Countries are 
arrayed in the order imposed by this index of total scores. Finally, the 
dotted line represents the nonmonetary indicator when countries are 
scored by a system of weighting of the 19 indicators. 

That system assumes that a weighting of 3 might reasonably be 
assigned to indicators of the percentage of calorie intake derived from 
other foodstuffs than grain and potatoes, to reciprocals of infant- 
mortality rates, to energy use per capita for household purposes chiefly, 
and to pieces of mail circulated per capita. It assumes a weighting of 
Y, is sufficient for climate, and of 1 for total calories consumed per 
100 pounds of humanity per day, for tobacco consumption per capita, 
for lumber and cement consumption, for movie theaters and telephones 
per 1,000 of population, and for freight carried by rail. Other indicators 
are assigned a weight of 2. 

Even with such weighting, which I do not defend though it may not 
be utterly absurd, only a few differences in ranking are suggested, as 
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compared with the unweighted scores. Japan, Poland, Rumania, and 
Korea are each moved up a step in rank, and the countries immediately 
above them are moved correspondingly down a step. Nigeria is moved 
up two steps in rank, but this shift comes solely because of the heavy 
weighting assigned to household use of energy, wherein the situation of 
Nigeria was most exceptional. 


Cuart 2.—NonMoneETARY INpDICATORS OF NATIONAL ConsuMPTION LeEvets (1934-38) AND 
Reat Income Per Hour WorKED AND Per Capita DoLitar NATIONAL INcoME (1939)* 
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The several curves show both resemblances and contrasts. The gen- 
eral conformation is similar. That happens in large degree because there 
is full agreement regarding the seven countries which stand highest in 
the array, and because extent of disagreement is rather small with 
respect to the nine countries which stand lowest. There are, however, 
many contrasts—too many to list them all, much less discuss them. 

One prominent discrepancy is that the per capita national-income 
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series puts Germany considerably ahead of the United Kingdom, 
whereas Clark’s series and the nonmonetary indicators do not. German 
preparations for war in 1939 may contribute to this contrast. If one 
presses back into the 18 nonmonetary indicators (ignoring the balanc- 
ing climatic indicator), Germany led the United Kingdom only in 
consumption of cement, percentage of school-age children attending 
school, and livestock numbers for 1,000 of population. With the United 
Kingdom leading Germany in 15 other aspects of consumption, it 
seems a reasonable inference that the prewar consumption level was 
higher there than in Germany. 

Another prominent contrast is that the two nonmonetary indicators 
point to a higher consumption level in Cuba than in the Union of 
South Africa, while the two monetary series assign Cuba a relatively 
lower rank in national dollar income per capita and in real income per 
hour worked. Looking back into the several nonmonetary indicators, 
one finds the Cuban scores higher as to food and tobacco, medical and 
sanitary services, textile consumption, educational facilities, avail- 
ability of movie theaters. The Union of South Africa scores more 
points notably in use of cement and of energy consumed in households, 
in transport and communication and manufacturing activity, and in 
livestock herds. If one should assign heavier weight to consumption of 
items of primary importance to masses of people, the higher general 
consumption level seems indicated in Cuba. We may have here a case 
in which the Union of South Africa is the more highly industrialized 
country yet the lower in general consumption level. The conclusion 
depends upon the assignment of importance to the several aspects of 
consumption. This looms large in comparing nations of widely different 
social structure; in this comparison there is in the Union of South 
Africa undoubtedly a very low consumption level among the non- 
European population which constitutes four-fifths of the total, and a 
very high level among the European population—a distribution not 
found in Cuba. The contrast points rather clearly to the desirability of 
bringing into comparisons of national consumption levels some evi- 
dence regarding the sharing of consumption items by individuals, or 
by racial, cultural, or geographical groups of people within nations. 
This I have not been able to undertake. 

Another striking contrast is that between Brazil and Yugoslavia. 
Brazil leads with respect to nonmonetary indicators of consumption 
level, Yugoslavia with respect to the two monetary series. In housing, 
educational facilities, and use of energy in manufacturing, Yugoslavia 
leads but in no other aspects of consumption, and notably not in con- 
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sumption of food and tobacco. A strange system of weighting indica- 
tors would be required to support an interpretation which indicated 
the higher consumption level in Yugoslavia. Yet one ought to appraise 
more closely than I have done the accuracy of basic data. 

A final striking contrast is that between the Philippines and Egypt, 
the Philippines leading according to nonmonetary indicators but not 
according to the monetary series. With the Philippines leading in con- 
sumption of food and tobacco, medical and sanitary services, education 
and recreation, and livestock count, the indications of Egyptian leader- 
ship perhaps in housing and in transport and communication (though 
not in motor vehicles, or in roads either per 1,000 of population or 
per 1,000 square miles) do not seem to throw a strong doubt on assign- 
ment of the higher rank in general consumption level to the Philippines. 

It may perhaps be said with reasonable assurance that the monetary 
series in Chart 2 do not in general invalidate the ranking of countries 
with respect to consumption level given by the nonmonetary series. 
Granting that ranking is insecure in details and the basic information 
imperfect, it appears to be broadly trustworthy so far as one can bring 


evidence to bear. 
VI 


It must be obvious from the charts that just before World War II 
the disparities in consumption levels between the lowest-ranking and 
the highest-ranking nations were very wide, even if the method points 
to rank rather than degree of difference. We do not know what changes 
may have occurred since, although there is good reason to suppose that 
consumption levels have fallen in some countries and risen in others. 

Nor do we know what changes in relative ranking may appear in 
decades to come. Some may hope and expect that disparities in con- 
sumption level will diminish, even disappear, with American foreign 
assistance programs aiding in the process. Ignoring the possibility of 
world war ending in Communist victory, it seems possible that some 
degree of equalization in consumption levels, as they are suggested 
here, may occur; for in some aspects of consumption, conspicuously 
such as school attendance and infant mortality, the leaders of 1934-38 
were approaching limits and nations then lagging might catch up. But 
in a broader view of consumption level, taking account particularly of 
quality and of new inventions, the leading countries of 1934-38 might 
well continue to maintain their leadership, or indeed increase it. In any 
event equalization of national consumption levels seems less important 
and less realistic as an object of policy than change such that each 
‘country consistently shows absolute advances in one aspect or another 


aye 
. 
— 
4 
| 
> 4 
— 
3 
af 
a 
A 
a | 
{ 
. 
wy 


sad sfep jo ( 
soqua 61) ndod jo 
Ayers ‘JaquIN] JO 19g (9 


(9°) 
6" 


—~ 


= 


Dr 


~ 


Anan 


PEP ESE] 


3 


ee 


L 
£ 
£ 
9° 
6" 
£ 


SN 


AINA 


ame 


SE 


SOSCCOMON TER 
= 


Anunoy 


> 

= 

a 


oVLV(] ZLNTOSHY ATIVOIdA] ‘SAIMINNOD ‘STAAR’] TVYNOILYN ZALLVTAY 40 SAOLVOIGN] 


Be 
yee 
a 
— 

253 
| 

pal sae 

| 
Bes 

| | 

~ | | | 
38 

j 

7 


Rewative Data* 


g 
Zz 


ta 
= 


an 


SPANO O MOOS AME MM DONS MANOA 


Sor 


MOAMND NON NMONA MIN DNS 


a 


~ 


2333 


SER 


apan 
y 


Union So. Africa 
Neth. Indies 
Fr. W. Africa 


United States 


i 


* For sources, and definitions of indicators, see footnotes of Table I. 


= 
\ 
ai 
| | 
> 
x — 
a 
— = = = 
| 
= —- 
= 
3 
A 
: 
an Senn arr 
| ious 
3 
2224. 


TasBLe III].—NoONMONETARY INDICATORS OF RELATIVE NATIONAL CONSUMPTION LEVELS 
COMPARED WITH MONETARY SERIES 
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Italy 

Union So. Africa 
Spain 

U.S.S.R. 
Brazil 

Mexico 

Poland 
Yugoslavia 
Philippines 
Rumania 
Turkey 

Egypt 
Thailand 

India 

Korea 

Persia 

China 

Nigeria 

Fr. Indo-China 
Neth. Indies 
Fr. W. Africa 


~ 
i) 
oo 


COWSCON 


ISBT 


& 


* As indicated by a geographical grouping including the country specified. 

» Specified in source as estimate by P. A. Baran, “National Income and Product of the 
USSR, 1940,” Review of Economic Statistics (November, 1947). 

Explanation of series: (1) Summation of relatives of 19 indicators, unweighted, from Col. 20, 
Table II. (2) Summation of relatives of 19 indicators, from Table II, weighted as follows: 
weight of 3—indicators 2, 4, 8, 11; weight of 2—indicators 5, 9, 10, 13, 14, 15, 17, 18; weight 
of 1—indicators 1, 3, 6, 7, 12, 16; weight of }—indicator 19. (3) “Real income per man-hour 
worked,” 1939, in international units (“quantity of goods and services exchangeable for $1 
over the period 1925-34”), from Colin Clark, “World Resources and World Population,” 
Proceedings of the United Nations Conference on the Conservation and Utilization of Resources 
(1950), Vol. 1, p. 26. (4) “Per capita income, U. S. dollars per annum,” 1939, from USDS, 
Point Four . . . (January, 1950), pp. 115-16. (1A-4A) Relatives of data in Cols. 1-4, U.S. = 100. 
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of consumption level. Existing international organizations might per- 
form a useful service in carefully selecting and compiling or urging 
the compiling of nonmonetary statistical series which could tell us, 
country by country and year by year, what changes are occurring in 
various segments of national consumption levels. There would be need 
to consider indicators other than those used here. There would be still 
greater usefulness in extending such evidences of change to national 
levels of living. 

The circumstances of life of the modal family in those countries 
ranking lowest in consumption level in 1934-38 would have appeared 
appalling indeed to anyone brought up in the consumption level of the 
United States, and so they would appear today. 

That modal family gained its living in agriculture. Its residence was 
more commonly in a village than on a farmstead. Around that village 
the American observer would see no railroad tracks or paved roads, no 
telephone wires. In it he would see no movie theater and few shops, no 
farm machinery but some simple tools and a few draft animals, no 
offices of doctors and dentists. He would be struck by the paucity of 
metal in the construction of buildings, and by a lack of paint inside 
and out. Within the dwellings he would note an abundance of children 
-and probably of insects. He would observe a meagerness of floor space, 
a lack of subdivision into rooms, a lack of glazed windows, of screens, 
of electric or gas lighting, of bathrooms or piped-in water, of modern 
stoves, of chimneys, of refrigerators, of beds with springs, of news- 
papers or books, of tables or chairs, of shoes; a lack of distinction be- 
tween undergarments and outer garments; a lack of pots and pans 
and plates, of soap. He might see an open fire of charcoal or wood, 
even of dried dung in some areas, sometimes a kerosene lamp and a 
hand loom. He would find the meals in rice-growing areas typically of 
boiled rice, probably milled crudely by the housewife, accompanied by 
vegetables and fruits or a sprinkling of dried fish but rarely by meat, 
fat, or sugar; and in nonrice-growing areas typically of soup or por- 
ridge or of flatcakes of crushed grain, with vegetables and fruits and 
occasionally a bit of meat. 

Yet he might not find that daily work in the fields was exhausting or 
that people were hungry or sullen. A low consumption level need not 
imply a low degree of satisfaction of felt wants, or a high level of 
discontent. Perhaps an understanding of the relationship of consump- 
.tion level to consumption standard, still better of level of living to 
standard of living, in the various nations of the world would prove more 
fruitful in study of political and economic change than appraisal of 
disparities in consumption level. Certainly the argument that low con- 
sumption level leads to discontent to revolution to aggressive war 
carries little conviction in spite of the fragment of truth in it. 
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PRICE DETERMINATION IN THE LAKE ERIE 
IRON ORE MARKET 


By L. Grecory H1neEs* 


The largest iron and steel industry in the world has been built from 
the iron ore deposits found in the border states of Lake Superior.’ 
The ore has been mined in Minnesota and Michigan, shipped down the 
Lakes to Erie ports for eastern use, or diverted to Lake Michigan 
and the closer Chicago-Gary area. The Lake Superior ore deposits, 
formerly rich and plentiful, have exerted a strong influence upon the 
location and development of heavy industry in the United States, and 
have provided the essential base for the sustained and rapid industrial- 
ization of this country. The costs of mining and moving this raw ma- 
terial to the blast furnace have been kept low through the prevailing 
open-pit methods of extraction and through the use of specialized ore 
carriers on the Great Lakes waterway. 

The Lake Superior iron region has furnished more ore for the Ameri- 
can iron and steel industry than all other domestic and foreign sources 
combined—averaging approximately eighty-five per cent of all iron 
ore used in the United States during the past two decades. During this 
same period, one Lake Superior range—the Mesabi of Minnesota—has 
contributed over eighty per cent to the total Lake Superior production, 
conferring the advantages of high-grade, easily mined iron ore upon © 
the firms owning deposits in this district.* The production and pricing © 
of iron ore from other regions of the country affects, by comparison 
with that from the Lake Superior district, a small number of iron and 
steel producers confined to somewhat isolated centers of production. 
The pricing practices developed in the Lake Superior district, on the 
other hand, affect intimately the very heart of the American iron and 
steel industry. The distribution of iron ore ownership within the iron 
and steel industry and the limited number of quasi-independent ore 
factors serving this industry have been important economic facts of 

*The author is assistant professor of economics at Dartmouth College. He expresses 
indebtedness to the late Professor Frederic B. Garver and to Professor George J. Stigler for 
helpful suggestions and criticism in the preparation of this paper. 

"The Lake Superior iron ranges are the Mesabi, Vermilion, and Cuyuna in Minnesota; 
the Gogebic, Marquette, and Menominee in Michigan; the nonshipping deposits of the 
Barboo and Mayville in Wisconsin; and the recently developed deposits in Canada. 


* For information on the production of United States iron ore districts, see Mining 
Directory of Minnesota, 1950 (Minneapolis, Bulletin of the University of Minnesota In- 
stitute of Technology, Vol. 53, No. 23, May, 1950). 
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life in the growth and development of steel firms in the American 
economy. 

Lake Superior iron ore production by operating concerns for the 
period 1945-1949 is shown in Chart I. The leading firm in both produc- 
tion of ore and high-grade reserves is the Oliver Iron Mining Company, 
a subsidiary owned by the United States Steel Corporation. Producing 
almost half of the total shipments from the Lake Superior region, the 
Oliver Company restricted its ore sales to other members of the Steel 
Corporation until 1940. The distribution of the Oliver Company’s sales 
of ore since 1940 is shown in Table I. 


TABLE I.—DiIstTRIBUTION OF OLIVER IRON Mininc CompaNy’s ORE SALES BETWEEN 
U. S. STEEL SUBSIDIARIES AND OUTSIDE Firms 


(Gross tons) 


Serial 14, Part 4-B (Committee of the Judiciary, House of Representatives, Bist Cong., 2nd 
Sess.), p. 496. 


Year USS. Steel Outside Sales Year U.S. Steel Outside Sales 

1939 22,847,451 202 1945 33,531,429 9,276,672 : 
1940 30,879,171 869 , 563 1946 26,669,957 7,431,732 
1941 36,965 ,618 2,534,057 1947 35,737 ,870 6,931,491 ; 
1942 41,879,260 §,204,779 1948 38 ,469 , 386 5,724,833 
1943 41,068 , 547 5,424,501 1949 33,241,829 4,114,326 
1944 38,127,104 6,678,757 
Source: Subcommittee on the Study of Monopoly Power, “Memorandum I,” Exhibits, : 


Pickands, Mather & Company, the second largest ore shipper in 
the Lake market, sells little ore on the open market. Most of its ship- 
ments result from the management of ore properties for steel firms 
and the sale of the limited amount of ore which it does own to such 
firms under long-term contract, The Cleveland-Cliffs Iron Company, 
on the other hand, owns or leases in its own right most of the ore i 


which it sells, thus representing the closest approach to an independent 
ore firm of any size to be found in the Lake Superior area. In char- 
acterizing Cleveland-Clifis as an independent ore firm one must, how- 
ever, accept a rather loose definition of the term. It has close stock i 
and/or management relationships with Republic Steel, Youngstown 
Sheet & Tube, Wheeling Steel, Inland Steel, and Jones & Laughlin. The ' 
M. A. Hanna Company, formed as a partnership in the late 1860’s, 
became the raw material department for the National Steel Corporation 
in 1929 when the latter firm was organized. Although the Hanna Com- 
pany carries on limited ore business with other firms, it is an affiliate 
of National Steel and its main ore business is serving that firm. Oglebay, 
Norton & Company, which has the smallest ore shipments of the firms 
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PERCENT 0 10 20 30 


Oliver Iron Mining Co. (U.S. Stee!) 
(45.56%) 


Pickands, Mather & Co (13.77%) 


Steel Companies* (10.60%) 


Cleveland-Chiffs lron Co (8.99%) 


M. A Hanna Co (8.97%) 


Other Ore Companies* (6.39%) 


Canadian Companies 


Oglebay, Norton & Co 


Cuart I. Lake Supertor Iron Ore SHIPMENTS, 1945-1949 By PrincrPAL PRODUCERS 


Source: Computed from Exhibit S-43, Subcommittee on Study of Monopoly Power, 
Steel Exhibits, Serial No. 14, Part 4-B, p. 69. 

* Eight companies in 1945; seven in 1946-1949. 

> 1045, 5 companies; 1946, 7; 1947, 10; 1948, 13; 1949, 12. 

* Algoma Ore Properties, Ltd., and Steep Rock Iron Mines, Ltd. 

In 1937 these percentages were as follows: Oliver Iron Mining Company, 42.2% ; Pickands, 
Mather & Co., 21.9%; Steel companies, 14.9%; Cleveland-Cliffs Iron Co., 9.1%; M. A. 
Hanna Co., 3.5%; Other ore companies, 2.9%; Canadian companies, 0; Butler Brothers, 
2.9%; Oglebay, Norton & Co., 2.6%. TNEC, Hearings, Part 18, p. 10426. 


listed in Chart I, is a managing firm which operates the properties of 
the owning steel firms under their direction.* 

The early history of the price-making process in the Lake Erie ore 
market was characterized by a series of frustrating experiences with 
mercurial pooling arrangements leading to eventual price stability as 
a result of changes in the structure of the industry. Concentration of 
ownership and control of ore reserves by the integrated steel producers 
and a small number of quasi-independent ore factors took place steadily 
after the turn of the 20th century until now the iron ore industry may 
be accurately described as a captive of the steel industry. Extreme 
stability has marked the Lake Erie iron ore price, so called because 
the charges include transportation rates for delivery to Lower Lake 
ports. Iron ore sold for $4.25 per ton from 1925 until 1929, in which 
year the price was raised to $4.50; it remained at $4.50 per ton until 


* For information on the interrelations of the ore and steel firms, see TNEC, Hearings, 
Part 18, passim. 
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1937, when it was increased to $4.95. In 1940, the first year in which 
the Oliver Iron Mining Company sold ore on the open market, the 
price fell to $4.45, and did not change until 1946 when it was increased 


Tasie II.—Laxr Erte Price oF IRON ORE* 
(Gross tons) 


Date Price Old Range 
Established Bessemer 


Apr. 4, 1925 
Mar. 17, 1926 
Apr. 8, 1927 
Apr. 16, 1928 
Mar. 22, 1929 


Apr. 1, 1930 
Apr. 15, 1931 
June 3, 1932 
June 7, 1933 
May 21-26, ’34 


Apr. 23, 1935 
Apr. 1, 1936 
Mar. 8, 1937 
May 23, 1938 
May 3, 1939 


SSSAR Asse 
se 


Apr. 16, 1940 
Apr. 17, 1941 
Apr. 10, 1942s 


Jan. 25, 1947 
Mar. 27, 1948 
Dec. 30, 1948 
Jan. 26, 1950 


RBBB 


— 

SS 
00 


* Based on the following analysis: Bessemer 51.50% Fe and 0.045% Phos.; Non-Bessemer, 
51.50% Fe. 

* Prices controlled by U.S. Office of Price Administration. 

» Six percent increase in dock unloading charge of $0.18, effective January 11, 1949. 

° After January 25, 1950, increases or decreases, if any, in Upper Lake rail freight, dock 
handling charges, and taxes thereon are for buyer’s account. 

Source: Mining Directory of Minnesota, 1950, p. 234. 


to $5.05 per ton. Since 1946, the price has changed more frequently: 
1947—$5.55; 1948—$6.20; 1949—$7.20; and 1950—$7.70.* Lake 
Superior iron ore is priced in five classifications: Old Range Bessemer, 
Old Range Non-Bessemer, Mesabi Bessemer, Mesabi Non-Bessemer, 


*See Table II. Above prices are for Mesabi Non-Bessemer 51.50 Fe. 


Old Range . | Mesabi High 2 
Bessemer | | Bessemer | phorus 
1925 | | $4.15 
1926 4.15 
1927 4 4 
1928 4 4 
1929 4 4 ; 
1931 4 4 ae 
1932 4 
1933 4 4 
1934 4 4 3 
1935 4 4 7 
1936 4 4 
1937 5 4 : Say 
1938 5 4 a 
1939 5 4 
1940 4 
1941 
1943 — 4 
& 
1945 4 
1949 7 ks 
1950 8. 
q 
Jo 
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and High Phosphorus ore. The division between Old Range and Mesabi 
ores is made primarily in terms of the structure and density of the ores, 
whereas the classification of Bessemer, Non-Bessemer, and High Phos- 
phorus is dependent upon the ore’s phosphorus content. Within these 
five broad divisions prices for the ore are adjusted on the basis of 
51.50 per cent Fe as the standard.° 

The procedure followed in the establishment of the season’s price 
for iron ore has facilitated the practice of price leadership in the in- 
dustry. Prior to the opening of the shipping season on the Great Lakes, 
the price of iron ore (including shipping charges to Lower Lake ports) 
is fixed by the publication in the Cleveland Plain Dealer of the first 
market transaction involving a substantial sale of iron ore for delivery 
during the forthcoming season.*® This event is not, however, left to the 


* The 51.50 iron natural standard used in computing the price of the various grades of 
ores should not be confused with the average iron content of Lake Superior ore shipments. 
Ore shipments will of course vary from the pricing standard as indicated by the 1949 average 
of 50.39 Fe for all Lake Superior shipments in comparison with the higher average of 
51.38 Fe for the 1940-1949 period. (Mining Directory of Minnesota, 1950, p. 225.) All 
ores containing .045 per cent phosphorus or less are classified as Bessemer; more than .045 
per cent phosphorus, but not more than .180 per cent, are Non-Bessemer; and above .180 
per cent phosphorus are sold as High Phosphorus ores. Price premiums are given for low 
phosphorus content (less than .045 per cent), for high manganese content, and for lump 
structure. Such premiums vary and are determined by negotiation between the buyer and 
seller. Penalties are imposed for high silica content and for fine structure. 

The price adjustment for iron content higher than the standard (51.50 Fe) is applied at 
a proportional rate of increase, whereas the penalty for ore below the standard results in 
a progressive decrease in the price. Thus, to obtain the price of ore in terms of its iron 
content, the base price is divided by 51.50, the number of iron units in the base ore. The 
resultant quotient is the base unit value which is used to determine additions to, or sub- 
tractions from, the standard base price established in the market. For example, when the 
ore is higher than 51.50 in iron content, the base unit value is added for each unit or 
fraction of a unit above the standard; when the ore is less than 51.50 in iron content, the 
base unit is substracted for each unit or fraction of a unit below the standard. For less 
than 50.00 Fe, but not less than 49.00 Fe, deduction is made at the rate of one and one-half 
tires the base unit value. Ore of iron content less than 49.00 is priced at a deduction of 
twice the base unit value. The following illustration applies this technique to Mesabi Non- 
Bessemer ore with a base price of $7.20 per ton for standard ore of 51.50 Fe. 

60.00 Fe ore Unit Value = $.13981 Lake Erie price = $8.39 
55.00 Fe ore Unit Value= .13981 Lake Erie price= 7.69 
51.50 Fe ore BASE ORE PRICE SET BY MARKET = 7.20 
50.00 Fe ore Unit Value =$.13981 Lake Erie price= 6.99 
49.00 Fe ore Unit Value= .209/2 Lake Erie price= 6.78 
Below 49.00 Fe, deduct $.27962 per unit. 

(See Mining Directory of Minnesota, 1950, p. 50.) 

*For the years from 1936 to 1941 and 1947 to 1949 (omitting the OPA control period), 
the ore firm establishing the seasonal Lake Erie base price has been identified three times: 
1940, Pickands, Mather & Co.; 1948, Cleveland-Cliffs Iron Co.; and 1949, Cleveland-Cliffs. 
Generally the announcement of the establishment of the new price is reported as follows: 
“One of the large ore shippers yesterday announced that it had made some sales of iron 
ore at an advance of 50 cents a ton over last season’s price, and that its schedule of prices 
for 1947 delivery is as follows. . . ."—Cleveland Plain Dealer, January 25, 1947. 

The trade journals, Steel, Iron Age, and Engineering & Mining Journal, generally reprint 
the information from the Cleveland Plain Dealer without significant alteration. 
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caprice of the market. The crucial sale is invariably made by one of 
the larger ore companies—although the parties to the transaction are 
seldom identified—and is carefully selected so as to embody the most 
generous valuation which is possible in view of the season’s expecta- 
tions and consistent with the interests of the more powerful parent 
iron and steel industry. The selection of the “correct” official price for 
publication is undoubtedly made difficult because of the various forces 
which must be considered. A price must be chosen which will promote 
over-all stability of the ore industry, one which will not cause serious 
discontent among the ore-producing concerns—especially the more 
nearly independent firms—or result in serious “shading” of the official 
ore price. Thus, Cleveland-Cliffs, which owns much of the ore that 
it sells, has a considerably different interest in the ore price from 
that of Oglebay, Norton, which merely acts as a management concern 
for the owners of ore properties, or the M. A. Hanna Company, which 
is an affiliate of National Steel. In turn, the Oliver Iron Mining Com- 
pany occupies a unique position among all the ore firms in the Lake 
Superior region: it is the largest ore shipper in the region, a subsidiary 
of the largest iron and steel producer in the industry, and also sells 
an appreciable amount of ore in the open market to rival steel pro- 
ducers, Different problems are raised by the variety of relationships 
which exist between ore concerns and purchasing and owning steel 
producers. As a result, the price of iron ore represents a conciliation 
point which the majority of ore producers and steel firms find tolerable 
if not completely satisfactory. Because of the prevalence of long-term 
ore contracts and the steel industry’s preoccupation with stability, the 
previous year’s iron ore price has usually been reinstated during 
periods of normal business conditions. 

Two types of sales occur in the Lake Erie iron ore market: (1) 
spot, or seasonal sales, and (2) long-term contract sales. Spot sales 
cover ore transactions made during the current shipping season, 
whereas long-term contract sales are the result of an agreement cover- 
ing more than the current shipping season. Arrangement may be made 
between an ore concern and a steel producer, or an ore concern and 
an independent mine operator, whereby the former promises to buy 


a specified tonnage of ore per year for a period of, say, ten years. — 


The price of ore may be set at a specific figure, or, as is more fre- 
quently the case, the ore will be priced at a discount of the annual 
_ seasonal price. During hardship periods it is unlikely that relaxation 
of the price agreement under long-term contract will be permitted by 
the seller, except as a result of extremely unusual circumstances; in- 
stead, some reduction in tonnage delivery may be allowed. The Lake 
Erie base price is the standard used in computing the actual, realized 
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price for both long-term contract sales and spot sales, with the latter 
price more closely approximating the Lake Erie published price. 

With the decline to virtual insignificance of the larger independent 
ore firms in the Lake Superior region, the importance of spot ore sales 
has decreased, although the Oliver Iron Mining Company has adopted 
a policy of replacing long-term ore contracts made in 1940 by short- 
term sales on a year-to-year basis. More ore is likely to be sold by 
spot purchases during a depression when the demand for ore is less 
and when steel producers may attempt to take advantage of “distress 
ore.” Such ore usually comes on the market at quotations considerably 
below the published Lake Erie price.’ On the other hand, during periods 
of heavy demand for iron and steel products, the output of ore mines 
is usually contracted for well in advance of the shipping season, thus 
eliminating a substantial part of the sales which otherwise take place 
during the shipping season. Under prosperity conditions the problem 
faced by the steel firm is to obtain a sufficient amount of ore to main- 
tain capacity output of the steel mil’, rather than to purchase ore at the 
lowest possible price. Because of the great fluctuations in iron and 
steel sales, ore production and sales have varied over an extremely 
wide range—with ore sales falling at a greater rate than steel sales 
and increasing more rapidly than the output of iron and steel produc- 
tion. Undoubtedly, one of the more important causes of instability of 
ore sales is the purchasing steel firm’s practice of withholding buying 
as long as possible in anticipation of greater discount from the pub- 
lished ore price, whereas the attempt to cover capacity requirements 
for the future during a period of business recovery stimulates heavy 
production and sale of iron ore.* As a result, spot sales have played 
a prominent part in the Lake Erie ore market during depression periods 
to the extent that purchasing firms are not bound by long-term con- 
tracts, but have played a considerably smaller part during prosperity 
periods. 

*C. M. White, president of Republic Steel, testified before the Subcommittee on the 
Study of Monopoly Power that Republic’s ore-buying policy is adapted to the conditions of 
the ore market. He said: “At different times and in different business cycles we use different 
methods. At one time—this was prior to the war—it was the fixed policy of our corporation 
that we did not want to be committed for more than about one-half of our ore. In other 
words, there was distress ore coming on the market quite frequently, due to the fixed carrying 
charges that many companies had—steel companies and ore companies—and we could buy ore 
on a better basis than we could own it, or make long-term contracts. Then, with the war 
and postwar periods coming along, when the tremendous ore reserves had been used up 
due to the war and postwar activity, after that situation changed we had gone over to an 
ownership or long-time contract, because there just was not enough ore, as we saw it, to 
play the market.”—-SSMP, Hearings, Serial 14, Part 4-A, p. 240. 

See ibid., p. 445, for a statement on the unimportance of spot ore sales at the present time. 


*It should be noted, however, that as ore-ownership becomes concentrated in the hands 
of producing steel firms such bargaining for ore purchase becomes less important. 
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The influence of the smaller ore firm upon the dominant ore concern’s 
decisions and actions in establishing the Lake Erie base price is illustrated 
by the operations of Butler Brothers during the period in which it was 
an independent producer in the Lake Superior region.’ In comparison 
with the Oliver Company and the quasi-independent ore firms, Butler 
Brothers was a small firm, but during depression periods its ore produc- 
tion was large enough that by a concentration of output in an early 
season sale it presented a threat to the establishment and maintenance 
of the published Lake Erie price by the larger ore firms. Although 
Butler Brothers held no stock connection with steel producers to aid 
it in disposing of ore, it maintained a close working relationship with 
the Pickands, Mather & Company and the M. A. Hanna Company. 
Butler Brothers entered into an arrangement with Pickands, Mather 
which gave the latter concern an option to purchase Butler’s surplus 
tonnage of from thirty to fifty per cent of its annual production, de- 
pending on Butler Brothers’ existing contracts and the condition of 
the ore market.”® As a result, Butler Brothers’ production and price 
policies were closely tied to those of the dominant ore concerns. 

However, Butler Brothers’ problems were not solved by alignment 
with the Pickands, Mather Company. The gain from price cutting was 
a tantalizing possibility, although apparently kept in check by the 
penalty of discovery. As the depression deepened during the ’thirties, 
Butler Brothers chafed more and more under the restraint of a price 
established by the larger firms. The following quotations indicate the 
dilemma faced by the smaller concern in deciding whether to follow 
or break away from the price leader in the industry. 


I had a talk with Elton Hoyt yesterday and he talked me out of quoting 
Ford on any of our grades at less than the full market price. He said the 
market for standard ores is still a little shaky and that it would be dan- 
gerous to quote Ford anything under the full price. 

On the Hume quotation, there would be too much danger oi the Corpora- 
tion learning that we were using any other basis for figuring other than 
we submit to them. And I’m afraid that our goose would be cooked if 
Shiras ever heard of it. 


* Butler Brothers was absorbed by the M. A. Hanna Company in the fall of 1948. 
* The purpose of this arrangement between Butler Brothers and Pickands, Mather is 
indicated in the following inter-department memorandum from Patrick Butler, in charge 
of ore sales, to Emmett Butler, president of the company. The memorandum is dated Septem- 
ber 4, 1928. 

I have talked with Hoyt [Elton Hoyt, president of Pickands, Mather] this afternoon... 

he wants first call on any additional tonnage our present properties might show up. This 

is to keep us out of the market as much as possible. This first call means that should we 
feel we ought to produce more, or that we are in a position to take on additional con- 
tracts, that we should offer the ore to them before we do so to anyone else. .. —TNEC, 
“Exhibit 1362,” Part 18, p. 10435. 
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In light of the above I am submitting today quotations . . . at the full 
season’s prices."* 


As iron ore became more difficult to sell, the desirability of capturing 
one of the season’s large sales became more attractive. Butler Brothers 
decided to exert its influence in such a way that it would obtain the 
sale of its ore or the protection from the larger firms. The Ford Motor 
Company’s call for ore bids brought this matter to a head. 


I have before me Cliff Wyman’s letter of the 26th which states, among 
other things, that Ford’s inquiry for 50,000 tons of ore is out. Now the 
question arises whether to wait for the other big ore merchants to quote 
Ford before making our quotation or to attempt to arrange some trade 
with Ralph Archibald and get the business without the formality of 
quoting a price. I do not know, of course, whether or not this can be 
done. ... 

I think, possibly, this would be a good time to say to our customers, 
particularly P. M. [Pickands, Mather] and Hanna Co., “What are you 
going to do with this year’s business, and what price are you going to 
put on ore?” They will no doubt answer to that that they do not know 
because they have not had their ore meeting, and stall beyond the date 
that Ford has fixed to close the bidding, and probably slip in a bid in 
the mezntime. Why not tell them that we want to move tonnage and that 
we are either going after the Ford business in our own way or they are 
going to guarantee us an additional tonnage over their minimum equal to 
that of Ford’s inquiries? .. .** 


Butler Brothers’ threat to dispose of ore by price cutting obtained 
the desired concession from Pickands, Mather, since a subsequent 
letter indicated that the larger concern had agreed to take Butler’s 
surplus tonnage and that no break in the price to be quoted Ford was 
to take place.”* 

For most ore firms, especially the larger affiliated concerns, the 
seasonal price of ore is less important as a determinant of the amount 
of ore it sells than as a standard which establishes the realized price 
on the ore sold under long-term contract. It is at this point that a 
conflict arises between the interests of the smaller independent and 
the larger firm. In order to keep the smaller concern from breaking 
or drastically undercutting the published price, thereby reducing the 
income of the larger firm from its long-term contract sales, it may be 
desirable for the latter to absorb the tonnage of the small firm if it 
could make a large sale at the start of the season. However, once the 
price for the season has been established, price shading through negoti- 


4 “Exhibit 1370,” ibid., p. 10441. (Letter dated March 29, 1929.) 
“ “Exhibit 1378,” ibid., p. 10446. (Letter dated March 28, 1934.) 
“ “Exhibit 1369,” ibid., p. 10441. (Letter dated April 10, 1934.) 
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ation has little effect upon the ore moved under contract as long as it 
does not result in widespread price cutting throughout the industry. 
One method of localizing such price cutting is for the larger ore firm, 
which may act as the management agent for the small mine operator, 
to refuse to handle shipments on which price cutting is thought to be 
excessive.* However, the uniformity and stability of the published 
Lake Erie price should not be interpreted as proof of the complete 
absence of price flexibility and competition in the sale of iron ore. 
Competition is sometimes approached, if not actually achieved, by 
ore sales at quotations below the published price and by the somewhat 
more “gentlemanly” practice of sweetening the quality of the ore ship- 
ment. 

The United States Steel Corporation faces a complex problem in 
the selection of a policy to follow in the Lake Erie iron ore market. 
The Corporation is clearly the dominant firm and price leader in the 
iron and steel industry.*° It is also the dominant firm in the Lake 
Superior iron ore region in terms of yearly ore shipments and high- 
grade reserves. Until 1940 it followed a passive réle in the Lake Erie 
ore market, mining its own needs without selling to firms outside of 
the Corporation family, and apparently without attempting to influence 
the determination of the Lake Erie price. However, with the steady 
depletion of the high-grade ore reserves in the Lake Superior region, 
the Corporation abandoned its policy of market isolation. It made ore 
available to its rivals through open-market sales by the Oliver Iron 
Mining Company, initially on a long-term contract basis and later by 
year-to-year sales. At first glance such policy seems highly paradoxical 
since it appears to be advantageous solely to the rivals of U.S. Steel. 
However, 2. number of factors undoubtedly encouraged the Corporation 
to adopt this policy. First, ore hardships on the part of U.S. Steel’s 
rivals might be expected eventually to lead to Congressional criticism 
and possible antitrust action against the Corporation. Second, the 
heavy fixed charges in the form of taxes on unused reserves provided 
an economic incentive for the sale of the ore. Third, expiration of leases 
in the near future encouraged mining of ore at low royalty rates before 
higher rates were imposed in new leases, or in order to work out some 
of the “sunk” costs of opening the mine. Fourth, the sale of ore to 
rivals, rather than proving a competitive disadvantage, might afford 
a subtle but most effective means of influencing rival steel firms’ 
policies. The selection of 1940 as the year to inaugurate open-market 


“ “Exhibit 1372,” ibid., p. 10442. 

* See Joint Committee on the Economic Report, “December 1949 Steel Price Increases,” 
Hearings (81st Congress, Second Session, January 1950), passim; and ibid., Report, p. 18, 
et seq. 
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ore sales was dependent upon market conditions in the Lake Erie ore 
trade.** This year apparently presented the first opportunity since the 
depression for the Oliver Company to enlarge its production by selling 
ore in the open market without seriously endangering the market price 
of ore. 

The Corporation also faces a problem in the selection of a pricing 
policy to follow in the Lake Erie iron ore market. Support of the highest 
possible price for iron ore is by no means an unmixed blessing for the 
Corporation. A high iron ore price encourages the development and 
exploitation of lower grade ore reserves and increases the use of scrap 
as raw material sources, both of which are less completely controlled 
by the Corporation than high-grade ore reserves. In addition, taxes 
levied on the Corporation’s reserve ore holdings increase in direct pro- 
portion to increases in the price of iron ore. Thus if sales in the open 
market at the higher price are not large, the Corporation may receive 
only slight financial benefit from the higher ore price.’ 

Certain obvious advantages, however, accrue to the Corporation 
from the support of a high iron ore price. Although the Oliver Mining 
Company bills the iron and steel-producing subsidiaries of the Corpo- 
ration for ore at a discount of the market price,’* from the Corpora- 
tion’s standpoint this charge is primarily a bookkeeping cost. For rival 


* SSMP, Hearings, Part 4-A, Serial 14, p. 531. 

In a departure from its usual terse report that the Lake Erie base price had been estab- 
lished by an announcement of sales by one of the larger ore firms, the Cleveland Plain 
Dealer of April 17, 1940, carried the following news item: 

Pickands, Mather & Co., one of the largest operators in the iron ore trade, announced 

late yesterday several sales of the mineral for delivery during the present lake navigation 

season on the basis of $4.45 a gross ton delivered at Lake Erie ports for Mesabi non- 

Bessemer grade with guaranteed 51.50 per cent natural iron content. . . . Base price of 

$4.45 represents a reduction of 50 cents a ton from prices announced Jan. 3....In 

recent months the iron ore trade has been somewhat disturbed, first by the TNEC ... 
then by the decision by the United States Steel Corp. to enter the open market thro’ 

its subsidiary, Oliver Mining Co. Oliver shortly afterward announced a sale to 

Ford Motor Co. at a price which did not include transportation down the lakes. 

While the price unannounced was reported lower, the grade of ore covered by the 

order never was revealed. 

It should be noted that the Ford purchase has been one of the critical early season sales, 
frequently threatening to establish the Lake Erie base price at a lower figure than had 
prevailed in the previous year. A surprising absence of comment in the industry’s trade 
journals followed the Corporation’s decision to sell ore in the open market. 

* Minnesota property taxation is the most important in this respect since it is levied on 
the value of the ore reserves in the ground, with value assessment based on the published 
Lake Erie iron ore price. In 1948 the Oliver Iron Mining Company paid a total of nearly 
$18 million in taxes to Minnesota, of which half was general and personal property taxation. 
See “Iron Country,” Engineering & Mining Journal, Vol. 150 (Aug. 1949), p. 114. 

*In the nine-year period from 1941 to 1949, the Oliver Iron Mining Company billed 
the steel-producing subsidiaries at an average discount of 25 cents per ton below the pub- 
lished price. The highest discount was given in 1941 of 40 cents per ton and the lowest 
in 1944 of 15 cents per ton. For the past three years, the discount has been 30 cents per 
ton. “Exhibit S-214d,” SSMP, Exhibits, Serial 14, Part 4-B, p. 497. 
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steel producers, however, the purchase of ore from non-affiliated ore 
concerns—such as the Oliver Company—constitutes an actual cost 
outlay. Thus, by supporting a high price for iron ore, the Corporation . 
is in a position to maximize return at the raw material level while al- 
lowing rivals to flourish—within limits—in the sale of semi-finished 
and finished iron and steel products.** Command over a rival’s source 
of raw material provides many of the advantages of monopoly control 
of the industry without some of the disadvantages of a cruder exercise 
of power. Thus, only an unusually courageous management is likely to 
pursue a policy which encroaches seriously on the product market of its 
raw material supplier, and the dominant supplier can look with relative 
indifference upon changes in the structure of the industry, secure in 
the knowledge that any serious threat to its supremacy can be checked 
by a change of policy at the raw material level. 


* See SSMP, Hearings, Serial 14, Part 4-A, p. 633, and “Exhibit S-299,” Exhibits, ibid., 
p. 555. 
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COMMUNICATION 


A Note on the Secular Consumption Function 


This brief note involves two matters relating to the so-called secular 
upward drift of the consumption function. The first has to do with the 
chronology and early discussion of this problem; the second has to do with 
the question whether an S-curve which assumes the form of a straight line 
through the origin (viz., a constant ratio of saving to income cyclically, or 
secularly, or both) is at variance with Keynesian theory. 

Empirical evidence tends to support the view that cyclically the con- 
sumption-function curve crosses the 45° line, while secularly it is (quite 
probably) a straight line through the origin. Various theoretical analyses 
have, moreover, been made supporting these conclusions.* Taken together 
these conclusions suggest an upward secular drift of the cyclical or short-run 
consumption function. 

My own first published statement relating to the secular function antedated 
the publication of Kuznets’ long-run data.* It appeared in my chapter in 
The Structure of the American Economy, Part II, “Toward Full Use of Re- 
sources,” published in June, 1940, National Resources Planning Board, page 
32. The statement follows: 


Cyclically, the percentage of income saved rises and falls as income rises 
and falls. If, however, one concentrates attention exclusively upon the 
rising secular trend in real income, there is no conclusive evidence that a 
higher percentage of income is saved now than formerly. But if we save 
the same percentage of income (at corresponding phases of the cycle) as 
in earlier periods, it follows that the amount saved is higher, since real 
incomes have risen. 


It may perhaps be useful to say a word about the views (with respect 
to the cyclical and secular movements of consumption in relation to income) 
generally held by economists long before the appearance of Keynes’ General 
Theory. First, everyone was aware of the fact that consumption had risen 
secularly more or less in proportion to the great increase in real income.* This 


* See Hicks’ discussion of the pros and cons in his Trade Cycle, Chapter III. 

* Kuznets first presented his data before the University of Pennsylvania Conference of 
September 17, 1940. 

*Innumerable references could easily be cited. In my Economic Stabilisation in an 
Unbalanced World (1932) pp. 373-74, this matter is discussed very much along the lines 
of the effect of one’s location on the Lorenz income distribution curve on the ratio of 
saving to income. Among other things relating to trends during the preceding century I 
said: “Real wages have tripled and quadrupled, yet the lower fringe of workers finds it 
as difficult as ever to escape destitution. . . . Every increase in real wages brought a cor- 
responding increase in the requirements necessary for what was considered ordinary decency 
in a civilized country. . . . Higher real wages for the unskilled have not materially eased 
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opinion was strongly supported, not only by general observation, but by 
studies such as those by Bowley and Stamp. Second, it was a well-established 
fact in business-cycle literature that investment fluctuates percentage-wise 
more than income over the cycle. This means, of course, that cyclically con- 
sumption rises less rapidly proportionately than income during the boom 
years and falls less rapidly in depression. Here we have, then, a consumption- 
income relationship which looks very much like our familiar cyclical con- 
sumption function which crosses the 45° line. 

Broadly speaking, economists have long been aware of the difference 
between the cyclical and the secular movements of consumption in relation 
to income. To this general knowledge, long and widely held, Keynes indeed 
added something very important, viz., a precise formulation of the consump- 
tion-function concept, together with the correlative concepts—the marginal 
propensity to consume and the multiplier. Moreover, he advanced a theory in 
which this and other functions, relevant to the determination of aggregate 
demand are integrated. The earlier general knowledge anJ rather vague con- 
ceptions about the cyclical and secular behavior of consumption in relation to 
income did not supply a theory. 

There is a second matter, to which I wish to make reference. Keynes was 
highly cautious in the formulation which he made of the functional relation 
of consumption to income. He did not say that consumption rises proportion- 
ally less rapidly than income. He emphasized again and again that his 
postulate was a very limited one, namely, that “when aggregate real income 
is increased aggregate consumption is increased, but not so by much as in- 
come” (General Theory, p. 27). In other words some part of an increment of 
income is saved. Thus, if in fact consumption always remained, both cyclically 
and secularly, a fixed percentage of income (i.e., assumed the form of a 
straight line through the origin), this relationship would still conform to 
Keyues’ law. While Keynes himself gave no special consideration to the 
secular aspects of the problem, it is nevertheless a fact that his formulation 
of the consumption function, if applied secularly, would be quite in con- 
formity with Kuznets’ long-run data. 

If, however, it is believed (as indeed virtually all writers on the consumption 
function have believed) that consumption increases cyclically proportionally 
less than income, then it is simply a matter of common sense to suppose 
that there must be some upward shift secularly of the consumption function. 
This would, however, not mean that the percentage of income which is con- 
sumed necessarily remains rigidly constant over time. Indeed Kuznets’ data 
reveal considerable variability and of course many factors could enter to 


the difficulty of making both ends meet. Bowley and Stamp have shown that over long- 
run periods the percentage differential between different economic groups has not materi- 
ally changed. As incomes rose all around, the whole manner of living changed. It was just 
as difficult as ever for the unskilled to keep up with the procession. . . . Every assimilated 
group strives to live somewhat like other people. Every level feels the pull of the stand- 
ards of those just a step higher in the social scale. The lower the income, the more difficult 
it is to set aside any surplus above what is absolutely necessary in order to live according 
to minimum current standards.” 
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change the ratio. But even a little reflection on the course of economic history 
is enough to disclose the unmistakable fact that consumption has risen, 
broadly conceived, more or less in proportion to the vast upsurge in real 
income which the last 150 years have witnessed. 

The Kuznets’ data were of great interest, but they were certainly not 
surprising. My own views, which were in conformity with his data, had 
already been published, as indicated above, some months earlier.* The ap- 
parent secular constancy in the ratio of consumption to income raises indeed 
interesting questions with respect to the factors which account for this 
constancy if indeed it be true; similarly the apparent decline in the ratio of 
consumption to income when income rises cyclically also raises highly inter- 
esting questions;* and finally the historical development of the cyclical and 
secular movements, and how these are related to each other, deserve ex- 
tensive research. These problems have indeed been illuminated by the brilliant 
contributions of Samuelson, Modigliani, Dorothy Brady, Duesenberry, and 
others. Much more work needs to be done. Fortunately, economics neither 
began nor ended with the publication of the General Theory. 


Atvin H. HANSEN* 


*I later discussed this matter in greater detail in my Fiscal Policy and Business Cycles 
(1941), pp. 231-4, where I made reference to the Kuznets data. 

* Keynes had indeed something to say about this. But it was not, as we have seen, a 
part of his theory proper. 

* The author is proiessor of economics at Harvard University. 
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BOOK REVIEWS 


Economic Theory; General Economics 


Keynes’s “General Theory.” By A. C. Picov. (London and New York: Mac- 
millan. 1950. Pp. viii, 69. 6s.) 


The appearance of Professor Pigou’s lectures on Keynes’s General Theory 
is a notable event. Over the course of many years Professor Pigou has made 
his own contributions, which have enlarged and encircled the corpus of 
economic doctrine. Many of his findings in welfare economics, public finance 
and in certain departments of monetary theory have become part of the 
mental furniture of trained economists, and are likely long to remain so. 
To achieve his results, he used certain techniques of analysis, which were 
appropriate to his purposes. In the later part of his career a somewhat younger 
economist came forward offering new techniques of analysis for use by re- 
searchers. Those who find these new techniques helpful would by no means 
claim that they are appropriate or relevant to the whole field of economic 
investigation. It may well be that in many of the fields which Professor Pigou 
has cultivated the older sets of tools will continue to be deemed the most 
suitable. In these lectures Professor Pigou sets out to assess the worth of the 
new tools for their own specific purposes. 

First, it must be said that Professor Pigou’s book is steeped in a spirit of 
fine generosity towards his younger rival. He pays a notable tribute to 
Keynes’s wide powers.’ He pays tribute also to the value of some of Keynes’s 
specific contributions and withdraws an important criticism made in an earlier 
notice. A reviewer might well wish to dwell with satisfaction on this apprecia- 
tive essay, and not mar the happy harmony by fresh criticism. To do so 
would be to fail in proper respect for a work from Professor Pigou; anything 
from his pen calls for and deserves an attempt at rigorous criticism. 

Keynes’s work, like other systematic work in this field, comprises elements 
which can be challenged in different ways. First, there are the definitions 
of terms and the identical -propositions entailed by those definitions. For 
instance, there are Keynes’s definitions of saving and investment and the 
proposition that flows from those definitions that saving must always be 
equal to investment. In this Keynes departed from usage that was current 
in certain contemporary writings and, it is fair to add, in his own previous 
work, In the case of a good writer one cannot usually say that such definitions 
are wrong. He may, of course, have been careless and overlooked some phe- 
nomenon which ought to have been explicitly included or excluded in some 
general concept; an alleged identity may not indeed be so, on account of 

*It may be worth drawing attention to the coincidence that at the conclusion of his 


lectures Professor Pigou selected for quotation the poem by Browning, two lines from which 
I had quite independently chosen to cite two years ago in writing my Life of Keynes. 
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such an oversight. In the main, however, the criterion of criticism will not 
be the correctness of the definition, but its utility. Definitions group together 
certain individually distinguishable phenomena by selecting points of simi- 
larity. The whole question is whether such groupings are illuminating and 
helpful to further research. Do they present the multifarious facts of our 
complicated economic life in forms which guide us to a better understanding? 

Next we have certain functional relations, for instance, the proposition 
that the amount of consumption depends upon the size of income. These 
kinds of relations may be criticized not only from the point of view of their 
convenience as aids to thought, but also from that of their correspondence 
with the facts. Does the amount that a man consumes in fact at all depend 
on the size of his income? We may think that the answer to this question 
is obvious, but it must be asked. In economics the value of one variable 
usually depends on a number of other variables. The theorist may select one 
of the governing variables as being much more important than the others. A 
considerable part of Keynes’s distinctive contribution consisted in doing pre- 
cisely this. In certain cases he assumed that the influence of certain variables 
was so unimportant that they could for practical purposes be neglected. Of 
course we are bound to ask whether this ascription of the main importance 
to a particular variable corresponds with the facts of the case. Finally, a 
theorist may use his own tools to reach certain broad conclusions of general 
interest. 

Now in the opening chapters Professor Pigou sets out some of Keynes’s 
definitions and functional relations. In the central core of the book, which I 
take to be Chapters X-XIV, he considers the validity of certain: conclusions 
that Keynes reached. In doing this he uses some of Keynes’s definitions and 
functional relations as previously set out; but he uses others which Keynes 
certainly did not accept. The arguments of these sections appear to be so 
widely at variance with Keynes’s views as to force one to conclude that what 
Professor Pigou is seeking to do in them is not to utilize or assess Keynes’s 
functional relations, but to test whether Keynes’s conclusions are correct by 
using his own entirely different theory of the functional relations involved. 

This is an interesting enterprise. It is important, however, to emphasize 
that it is a strictly limited one. Professor Pigou’s slim volume may appear 
to the reader to be purporting to assess the pith and essence of Keynes’s 
General Theory. To those who attach great value to the General Theory its 
importance seems to lie much more in the tools of analysis that it provides than 
in certain widely popularized conclusions. Professor Pigou re-examines and 
assesses the conclusions by reference to certain functional relations which he 
considers valid; he thereby implicitly rejects the Keynesian relations, since 
the two sets (Pigovian and Keynesian) are not in all respects consistent with 
one another. But he does not explicitly challenge the more important Key- 
nesian relations—except in one case to which I shall revert. I infer that this 
volume does not really grapple with what is most important in the General 
Theory. 

I first draw one example from Professor Pigou’s choice of concepts. All 
through his discussions of the reasons for certain conclusions, variations in 
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the “income velocity of money” play an important part. This is quite at vari- 
ance with Keynes’s view. Keynes observed (General Theory, p. 201) that “it 
is not always made clear whether the income velocity of money is defined as 
the ratio of Y to M or as the ratio of Y to M,.” (¥ is income, M the total 
quantity of money and M, that part of the total quantity of money which 
serves the transactions and precautionary motives.) Keynes thought that the 
most convenient definition of income velocity of money is the ratio of Y 
to M, and held that in relation to all short-period changes, which are those 
that Professor Pigou is investigating, this income velocity may be regarded as 
constant. Consequently, if this is what Professor Pigou means by income 
velocity, his assumption that variations in it have important short-period 
causal effects is in conflict with Keynes’s view: The ratio of Y to M was not 
a concept which Keynes deemed to be of any utility in the analysis of these 
subjects; like Fisher’s price level, it was too much of an omnium gatherum; 
“the use of the term” (income velocity of money) “obscures, I think, the 
real character of the causation and has led to nothing but confusion” (General 
Theory, p. 299); in making it play a key part, therefore, Professor Pigou is 
not expounding Keynes, but in conflict with him. But he does not criticise 
Keynes’s objection to income velocity nor defend his own use of it in this 
context. 

In order to judge Professor Pigou’s work it may be well to concentrate on 
two central sections, his discussion of liquidity preference and of the “supply 
schedule for investment.” In both these sections he presents what appears to 
be a chain of causation, in the form @ entails 5, b entails c, c entails d, etc. 
In order to be quite sure that I was doing justice to Professor Pigou, I felt it 
necessary to consider very carefully whether the word entail was supposed 
to express causal relation. Was it possible, on the contrary, that when Pro- 
fessor Pigou said that a entailed 5, all he meant was that a entailed a whole 
equilibrium position of which 6 was one element? To put the matter other- 
wise, might he with equal propriety and the same meaning have said that @ 
entailed d, d entailed c, c entailed 5? I rejected this possible interpretation 
for three reasons. In the first place it seemed that, had he meant this, he 
would have given the reader some kind of warning. The definite sequences 
that he gives do suggest that each term is deemed to be specifically causally 
related to the preceding one. His language is certainly unnatural, if he did not 
mean this. Sometimes he substitutes “Therefore” for “entails.” Secondly, it 
struck me that, though in many cases where he says that @ entails 5, this is 
quite contrary to Keynes’s view, yet it is often quite consistent with the older 
ways of thought that Keynes rejected. Thirdly—and this seemed decisive— 
Professor Pigou in recapitulating one of his chains in an abbreviated form, 
actually uses the word “causes” (on line 16 of p. 43.) 

I now address myself to a particular causal chain. “In Keynes’s scheme 
a lower liquidity preference schedule entails a larger income velocity of 
money” (p. 45). Keynes certainly did not hold that a lower liquidity prefer- 
ence schedule directly causes a larger income of velocity of money in either 
sense of income velocity. Furthermore, in Keynes’s scheme a lower liquidity 
preference schedule does not necessarily entail a larger income velocity of 
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money by remote causation, although it probably does so. In Keynes’s scheme 
a lower liquidity preference schedule directly causes a higher level of security 
prices. If the elasticity of the marginal efficiency of capital schedule happened 
to be zero—-as it might be in a severe depression—there would be no further 
consequence, and the income velocity of money in both senses would remain 
unchanged. 

It is important to dwell a little on this point. Keynes divided all liquidity 
(money) into two parts, designated M, and M,, because he deemed that this 
helped to bring out certain truths relating to causation. In his view the 
liquidity preference which governs the size of M, is entirely consequential 
on the level of employment, prices or money wages. If therefore we assume 
a difference in liquidity preference as the starting point of a chain of causation, 
we must in “Keynes’s scheme” assume that it is a difference of point of view 
among those holding M,. Those who hold M, do so because they think that 
at the existing prices of securities it is wise to hold some part of their capital 
assets in the form of money. A spontaneous difference in liquidity preference 
can therefore have no other immediate consequence than a larger or smaller 
demand for alternative capital assets. Since neither the quantity of money 
in M, nor that of alternative capital assets is assumed to be different, the 
new point of view must lead to a different valuation in terms of money of 
existing capital assets. 

Now it may be that Keynes’s division of all holders of money into these two 
classes was wrong. It may be that a change of point of view can arise in the 
minds of some holders of money spontaneously—and mot in consequence of a 
change of income, prices or wage-rates—which leads them to seek to exchange 
their money for goods that they intend to consume. I have no doubt that 
Keynes would have admitted this possibility, while arguing that it was not 
likely to be quantitatively important. If Professor Pigou wishes to argue that 
a change in liquidity preference entails (presumably as proximate cause) a 
change in the income velocity of money, it is incumbent on him to join issue 
with Keynes on his fundamental reasonings about why people hold money. 
He does not do so. I cannot see how the words “in Keynes’s scheme” with 
which he prefixes the sentence quoted above can be justified. 

I proceed to give Professor Pigou’s chain on page 45 at length: 


In Keynes’s scheme a lower liquidity preference schedule entails a larger 
income velocity of money; therefore more money income; therefore higher 
prices, and therefore, the money rate of wages being given, more employment. 
This extra employment, carrying with it extra income, as valued in labour, en- 
tails in turn a larger amount of investment supplied and engaged. . . . At the 
same time the extra employment and the lower rate of interest associated with 
it both make on the side of supply for larger consumption. 


This is Professor Pigou’s chain of causation. Keynes’s would be as follows: 
A lower liquidity preference entails a higher level of security prices, that is, 
a lower rate of interest; therefore more investment (unless the elasticity of 
the marginal efficiency of capital schedule were zero) and probably more con- 
sumption (if the multiplier is greater than one); therefore more employment 
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and probably higher prices. On Keynes’s definition of income velocity, there 
will be no difference in that, but there will be a higher ratio of Y to M. Thus 
Keynes’s chain of causation is totally different. If Professor Pigou gets the 
same end result by his chain of causation, that still leaves the question open 
as to which chain of causation, if either, is correct. It is to be noticed that 
Keynes’s reasoning does not depend, as Professor Pigou’s does, on “the money 
rate of wages being given.” The money rate of wages is not relevant, save 
that, if there happened simultaneously with a decrease of liquidity preference 
to be a sufficiently large autonomous rise of money wage-rates to offset it by 
draining money from M, into M, there would be higher prices but no increase 
of investment, consumption or employment (and no fall of employment). 

I now take another passage (p. 39). Professor Pigou compares two situa- 
tions, a and b, there being greater thriftiness in a, and purports to give 
““Keynes’s scheme of thought.” 

Since in respect of any given rate of interest and of employment the amount 
of investment supplied is larger in situation a than in situation b, for equilibrium, 
with the set-up I am using, the amount demanded and so the actual amount 
provided must also be larger. But, if the amount provided is larger, then the 
demand function being given the rate of interest must be lower. This entails 
that the income velocity of money and so money income must be smaller. This 
yet again entails that prices are lower and so, the money rate of wages being 
given, that employment is discouraged. In short, greater thriftiness carries with 
it a smaller total of employment. 


The only similarity to Keynes’s thought that I can find in this sequence 
is the end result. In the course of it Professor Pigou diverges from Keynes’s 
thought in a most notable manner. By “the amount of investment supplied” 
he means what Keynes calls saving. Keynes’s proposition that saving and in- 
vestment must be equal to one another does not entail that the amount of 
investment “demanded” must be equal to saving. So long as we retain the 
assumption of Professor Pigou’s first sentence that employment is not re- 
duced by greater thriftiness, the amount of investment taking place will in- 
clude stocks which cannot be sold, and it is rather odd to reckon these in the 
amount of investment “demanded.” It is quite contrary to Keynes’s thought 
to say, as though it were a matter of direct causation, that “if the amount pro- 
vided is larger, then the demand function being given, the rate of interest must 
be lower.” The large amount “provided” will not in itself tend to reduce the 
rate of interest, but will lead to unsold stocks and so to a reduction of income. 
This causes a transfer of money from the transactions and precautionary pool 
(M,) to the speculative pool (M,) and this—provided that the liquidity pref- 
erence schedule is not of infinite elasticity, as it might in certain circumstances 
be—causes a fall in the rate of interest. It cannot, on Keynes’s scheme of 
thought, be said that prices will be lower, without any reference to the mar- 
ginal costs of production. Keynes tends to assume that with lower activity 
marginal costs will be somewhat lower, but this does not play any key part 
in his theory, nor in these circumstances does the fact that the money rate of 
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Both these passages seem to me to show merely that in the two cases chosen 
for notice, Professor Pigou can, by using totally different concepts and 
theories of causation from those of Keynes, get the same end result as 
Keynes. I do not see that this can be taken to be more than a remarkable co- 
incidence. We cannot infer that in other cases one would get the same end 
result by using Professor Pigou’s theory of functional relations as one would 
get by using Keynes’s. And what we are primarily interested in is not the end 
result but the theory itself. 

In this chapter Professor Pigou advances a critcism of another end result 
of Keynes’s theory, namely that ceteris paribus more thriftiness will, anyhow 
in the short period, entail less aggregate investment. Professor Pigou holds, I 
judge correctly, that Keynes can reach this conclusion only by assuming that 
investment is an increasing function of consumption. If the marginal efficiency 
of capital were quite unaffected by the current level of consumption, then, 
since on Keynes’s theory as well as on Professor Pigou’s theory, greater thrifti- 
ness would normally entail a lower rate of interest (the quantity of money 
being taken as fixed), there would with greater thriftiness be more investment. 
At first blush it might seem plausible to assume that investment is indeed an 
increasing function of income, but Professor Pigou, referring back to an earlier 
argument (p. 13), claims that this is not so. Since he is comparing two situa- 
tions, one with less and the other with more thriftiness, and not considering 
the transition from one to the other, he can leave out of account any extra 
investment which may be due to the increase of consumption that occurs 
in the transition from one to the other. It is possible that Keynes was guilty 
of some confusion here. His mind was no doubt concentrated on the actual 
processes of fluctuation, and, thinking of a change of thriftiness, he would 
have his attention fixed on the increase or decrease of investment associated 
with the increase or decrease of consumption occurring during the change. 
Keynes may have been too hasty in jumping from the proposition that an in- 
crease of thriftiness would (with a constant rate of interest) tend immediately 
to reduce investment, to the conclusion that a continuingly more thrifty 
economy would have less investment. 

On the other hand, Professor Pigou’s conclusion is not decisive. The real 
truth of the matter is that this problem cannot be analysed with static con- 
cepts. It has long been recognised that the General Theory will not be com- 
pletely coherent until it has been “dynamised.” During the last fifteen years 
attempts have been made on both sides of the Atlantic to dynamise it. The 
trouble is that in static conditions there is no investment at all, so that it is 
quite idle to ask whether there is likely to be more or less investment in a 
more thrifty economy than in a less thrifty one. In order to gauge what the 
volume of investment in either situation would be, we have to specify what 
the factors of increase in the society are. 

Looking at the matter in a rough-and-ready way, which is all that is pos- 
sible in this place, we may well hold that Keynes rather than Professor Pigou 
is in the right. Let us suppose, for instance, that the sole factor of increase 
is improving technology and that its ambit is the whole of production. If 
owing to excessive thriftiness the economy continued to show non-frictional 
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unemployment at a level of, say, 20%, the new inventions would only have 
scope for application over 80% of the area in which they could be applied 
if the economy were fullly employed. The new investment due to the improved 
technology would be correspondingly circumscribed. This limitation of the 
range for incorporating new improvements might have a greater (negative) 
effect on total investment than the positive effect due to more potential 
improvements being brought within the range of payability, and therefore 
rendered practicable, by the lower rate of interest. If this were so, the greater 
thriftiness would pro tanto entail less investment. 

If this review is correct in concluding that Professor Pigou’s account of 
Keynes’s theories is seriously at fault, it must not be inferred that Professor 
Pigou has been guilty of carelessness or failure to make an honest attempt 
to understand the General Theory. Keynes in his own life time found that his 
fellow economists could not bring themselves to believe that it was essential 
to his arguments to discard certain long-used concepts and assumptions re- 
garding functional dependence, and that the validity of his work could only 
be judged by examining whether his rejections were correct. To ignore what 
may be called his methodological revolution and argue about his conclusions 
with the aid of some of the rejected methodological tools did not carry one 
forward, Professor Pigou’s new book is an admirable example of this. 

None the less it is an interesting book. If the reader approaches it not 
as an exposition of Keynes, but as an independent contribution to economic 
theory, he will find much that is instructive and valuable. Professor Pigou’s 
outstanding powers of analysis are well displayed in many places and with 
their aid he is able to make important additions to our knowledge in this 


field. 
R. F. Harrop 
Christ Church, 
Oxford 


A Reconstruction of Economics. By KENNETH E. Boutpinc. (New York: 
John Wiley. London: Chapman & Hall. 1950. Pp. xiv, 311; Figs. 85. 
$4.50.) 


Here certainly we have a new departure, or even several new departures 
in economic analysis. It is perhaps too soon to tell how far they will repre- 
sent the attainment of new milestones on the main path of economic thinking, 
and how far they are really bypaths. But even as bypaths, they represent 
interesting and invigorating mental exercise, and may even be suggestive of 
new ways by which progress can be made along the main road. Certainly no 
one interested in the frontiers of economic analysis and theory can afford to 
ignore this book, 

The general theme of this book, carried through a number of otherwise 
largely unrelated segments of analysis, is that economic phenomena can 
profitably be considered primarily in terms of relationships between stocks 
or balance sheet items, and that flows can best be treated as changes in stocks. 
This is in contrast to the more traditional analysis in which flows first com- 
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mand attention, and stocks are merely the accumulation of past flows or the 
sources of future flows. 

The book is in two parts, virtually independent, reflecting the chasm that 
still separates micro- from macroeconomics. The first part, dealing with micro- 
economics, centers around four main themes: Ecological equilibrium; a reori- 
entation of preference theory through bringing in prices as new dimensions 
in indifference surfaces and at the same time setting up the “preferred asset 
ratio” as a simplifying first approximation; theories of risk; and a re- 
examination of the concept of consumption. 

The first two chapters are devoted to a discourse on population theory 
and ecology in terms of the familiar “reaction curve” analysis. The result, 
however, is more of a formal illustration of the properties of the reaction 
curve analysis than it is a contribution to theory, and could well have been 
omitted entirely without any effect on the meaning of what follows. 

Next, Professor Boulding attempts to break out of the traditional pattern of 
static economics in which consumers are supposed to be striving to achieve 
a preferred process, expressed in terms of maximizing the satisfaction derived 
per unit time from the flow of goods and services, while firms are supposed 
likewise to be maximizing profit per unit time. Instead, individuals and firms 
are supposed to be behaving in terms of attaining a preferred situation ex- 
pressed in terms of assets and liabilities at a point in time, rather than in a 
flow of goods and services through time. 

In the case of a business firm, assets are primarily marketable or potentially 
marketable. But in the case of the individual consumer, assets may also consist 
of states of mind, e.g., the state of just having gone to the movies or states 
of physical health, e.g., the state of just having had a good dinner. This some- 
what novel point of view is elaborated in the section on consumption. Indeed 
there is considerable question whether, from a psychological point of view 
or even from an ethical or philosophical point of view it is better to consider the 
aims of economic activity as the achievement of a situation or the achieve- 
ment of a process, and certainly this approach is worth some attention. One 
might perhaps say that one climbs Mt. Whitney largely for the sake of 
being later in a state of remembering it and being able to talk about it, 
and perhaps a good share of the satisfaction experienced in the act consists 
of the anticipation of this later state. On the other hand, it is a little more diffi- 
cult to conceive of a lost week-end being undertaken for the sake of Monday’s 
hangover and total absence of recollections. Perhaps we have here a new 
approach to the old idea of “pure” and “impure” satisfactions. 

But however far we may go as a matter of philosophical speculation in 
reinterpreting human wants as wants for a state rather than wants for a 
process, tractability requires that the analysis deal primarily with observ- 
ables, such as quantities of physical assets and their prices. In a flow theory 
of consumption, in which the goods and services consumed cannot thereafter 
be resold, it is possible to postulate for simplicity that prices of the goods 
and services do not affect the relative desirability of different consumption 
patterns. But this can hardly remain true of asset holdings, most of which 
will affect the “state” of the consumer (or firm) primarily through exchange, 
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actual or potential, rather than through direct use. Thus even though we 
could consider preferences among consumption patterns to be independent 
of prices at least as a first approximation, in the case of asset patterns, the 
role of anticipated prices, and of present prices which influence these antici- 
pated prices, cannot as easily be ignored. A preference indicator for asset 
combinations, if it is to be at all serviceable, must therefore include prices 
as variables as well as the quantities of the assets. Even though, strictly 
speaking, it is price anticipations that influence preferences and not current 
prices, and even though one were to consider such anticipations as part of 
the ineluctable “tastes” of the individual, current prices of assets influence 
such “tastes” to a far greater extent and in a manner less likely to be 
eliminable as “irrational” than is the case for the analogous influence of price 
on the preference field for consumption patterns. 

Introducing prices as variables in the ustal indifference analysis of flows 
produces an intractably large number of degrees of freedom, and would here 
also, but Boulding introduces a further drastically simplifying assumption in 
the form of his “preferred asset-ratios.” In effect, it is assumed that asset 
preferences are such that for any given market situation an individual will 
trade in such a way as to make the market value of the amount of each 
type of asset in the resulting portfolio equal to some preferred proportion of 
the total market value of his assets. For competitive markets, this implies 
demand, supply, and offer curves that are all equilateral hyperbolas, with 
asymptotes parallel to but not necessarily coinciding with the axes. 

This assumption that, as a first approximation, we can assume adherence 
to the preferred asset-ratios has some relevance to institutional circumstances, 
if we note that banks and financial analysts often look at the balance sheet 
of a firm with an eye to seeing whether “accounts payable,” “inventories,” 
“fixed assets” and other similar categories of assets and liabilities bear a rela- 
tionship that rough rules of thumb or some consensus of experience indicates 
to be proper for the industry in question. But these rules of thumb are ap- 
plicable, if at all, only to relatively large categories of assets as aggregates. 
For more specific and detailed asset categories, it appears likely that constant 
preferred asset-ratios will hardly begin to give any reasonable approximation 
to reality. Thus, if the preferred asset-ratios are to be used at all they must 
be assumed to vary with relative prices, and we are back with so many degrees 
of freedom that anything can happen and the theory lacks positive signifi- 
cance. Thus, while the preferred asset-ratio concept is effectively used later 
by Boulding in the construction of his macroeconomic systems, serious diffi- 
culties confront its extensive use in microeconomics. 

Indeed, as soon as price is introduced as a parameter of choice, either 
explicitly as a separate parameter or implicitly through the preferred asset 
ratio, nearly all connection with welfare economics is broken, and there 
appears to be no likelihood of developing from the new approach very much 
in the way of either normative or prescriptive economics. It seems almost 
impossible to justify any use of the preferences of individuals for marketable 
assets as a criterion for judging an economic system, in any manner com- 
parable to the use of consumption-pattern indifference maps for this purpose. 
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To those who view welfare economics with distrust, this may be an advantage 
of the new method; to this reviewer, however, it is a major and almost fatal 
objection to it if it is proposed to use it as a basic rather than as merely 
a supplemental tool of analysis. 

Nevertheless, Boulding does use the asset-indifference apparatus to pro- 
duce some moderately significant new results: for example to distinguish the 
effect of a tax on production from that of a tax on sales, which may differ 
to the extent that inventory is accumulated. To be sure, this difference is 
likely to be merely a transitory phenomenon, since in the long run sales and 
production must be approximately equal if inventories are to be finite. These 
transitory phenomena, however, are precisely what may greatly influence the 
course of the macroeconomic system, and must not be slighted on that account. 
It is thus very useful to have a new tool adapted to their analysis. 

Boulding next applies his analysis to the problem of risk, postulating (in 
a manner similar to that of Melvin Reder in Studies in the Theory of Welfare 
Economics) a preference field in the plane of which the expected value of 
assets and some measure of dispersion are the coordinates. Unfortunately, the 
analysis seems almost entirely a pure formalism without much in the way of 
concrete results as yet. In the ordinary indifference map, the coordinates 
at least are reasonably objective and observable quantities, in principle, even 
if not always in practice, while utility or preference is the only subjective ele- 
ment. With indifference maps of asset valves, however, there are in typical 
situations no objective measures of expectation and range of values for a risky 
asset, and we are faced with a hypothetical relationship between three subjec- 
tive parameters. This analysis does, however, have the advantage of couching 
the analysis explicitly in terms of asset preferences; too often in the analysis 
of risk, the time dimension is blurred and no analysis or justification is made 
of the transition from postulating a preference field in terms of flows to a 
preference field for stocks. 

Boulding starts the macroeconomics section with a discourse on the dangers 
of forgetting that macroeconomic aggregates often conceal important elements 
of structure. There follows an interesting but highly artificial analysis of the 
dynamics of payment structures. Both of these discussions seem better as 
pedagogical material than as a contribution to knowledge; indeed in the 
payments analysis, it almost seems that the cart is drawing the horse: the 
analysis is in terms of “partial velocities” of individual firms and house- 
holds, representing the ratio of a given type of outlay by a given unit in an 
accounting period to the unit’s stock of money at the beginning of the ac- 
counting period. As a first approximation these partial velocities are assumed 
to be relatively stable, changes in money stocks producing a generally cor- 
responding change in each specific type of outlay. As actual reactions to 
changes in money stocks are likely to be highly concentrated in some items, 
and even to involve action intended to change receipts instead of changing 
only outlays, this analysis will have to be made much more realistic if it is to 
serve as anything more than a teething ring, which limited end it may serve 
very well. 

The most interesting, and suggestive, but perhaps precarious section is 
the last in which Boulding carries the analysis of macroeconomic identities to 
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new and perhaps extravagant lengths. The new superstructure, though it leads 
to very interesting and even startling conclusions, depends, in many crucial 
spots, on precisely the kind of structural constancy, stability of relation- 
ship, and absence of unanalyzed side effects that Boulding has been at pains 
to warn us of in the preceding section. Macroeconomics provides no auto- 
matic exorcism for the perennial bugbear of ceteris paribus. 

One of the simplest examples of this is the “paradoxical” proposition that 
the more of its profits business distributes to households, the greater will be 
business profits, by an approximately like amount. This proposition is derived 
from an identity that sets up profits (V) as the sum of distributions (D) and 
increase in business net worth (dG,), the latter being in turn made up of the 
increase in cash holdings of business (dM,), the increase in the value of goods 
held by business (dQ,), the increase in credit extended by business to house- 
holds (dK,,), less the increase in loans from households to business (dK,’): 
V=D+dG,= D+ dM, + dQ, + dK, — dK,’. By assuming that by 
some inherent stability all the items on the right side except D are deter- 
mined or tend to restore themselves to some normal level, an increase in D 
is shown to bring about a like increase in V. 

But alas for this nice, precise “‘widow’s cruse” hypothesis, these other vari- 
ables refuse to stay nicely put; indeed from the very beginning they are 
constrained to change. For a decision to increase distributions cannot be made 
in isolation: individual firms too are constrained by microeconomic identi- 
ties. Individual firms must decide, if they are to increase distributions, 
whether this is to be by drawing down on balances, forgoing plant expansion, 
curtailing consumer credit, or borrowing. Which method is chosen may make 
all the difference in the result, and a proposed shift in behaviour is not 
completely specified until both of the balancing components have been indi- 
cated. When care is taken thus to specify both components, the member of 
the pair that is significant for the effect postulated may well prove not to 
be the one cited but rather the one left in the background. Thus a decision 
to increase dividends by cutting down cash balances may effect the equal 
increase in profits as predicted, provided, always, that households resist 
effectively an increase in their cash holdings and the monetary system fails 
to contract, thus frustrating the original intent of business as to their cash 
balances. But dividends paid in lieu of a construction program will hardly 
have the same result, and it looks as though it would be more satisfactory 
to attribute the increase in profits to the attempted reduction in money hold- 
ings than to the method adopted in a particular instance. 

Nevertheless, some interesting new forms of analysis are developed with 
the aid of a concept termed the “Transfer Factor” (T) defined as increase 
in business cash (dM,) plus distributions of profits (D) plus net increase in 
loans to households (dK, — dK,’). Roughly, it consists of net withdrawals 
from business adjusted for monetary shifts. Or in more nearly Keynesian 
terms, it can be considered as the excess of consumption out of profits over 
savings out of wages. With this concept as an element, Boulding builds 
models in which T is the strategic variable determining not only the total 
volume of output, but also the division of the product between wages and 
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profits (in a simplified two-factor world of labor and capital). It remains 
to be seen whether the transfer factor is a sufficiently useful entity, either by 
reason of its special stability or its special manipulability to justify its being 
given a prominent place in the kit of economic tools in view of the difficulties 
that many will experience in getting it clearly in mind as an entity and grasp- 
ing the effects of various influences on its behaviour. 

On the whole, this book is curiously tantalizing. New approaches and new 
techniques abound in it, that no brief review can do justice to. But most of 
them are too inadequately developed for the conclusions to be relied upon 
without further examination and detailed pursuit of all the implications and 
ramifications. One almost gets the feeling of looking at a series of designs 
of elegant bridges for which no foundations have yet been laid, nor details 
elaborated. Moreover, although theories are offered which challenge and 
displace the classical marginal productivity theories of distribution and the 
more standard analyses of the behaviour of consumers and firms, very little 
is offered either by way of linking up with, reconciliation with, or refutation 
of these older theories. New ideas thus so sketchily developed badly need 
the orientation, if not the support, derived from a clear relationship with 
the old. This book is thus a strong challenge to pick up where it leaves off 
and develop a sound and integrated structure along one or more of the lines 
indicated and to relate these structures to the existing body of economic 
theory. To those looking for ideas, it should prove invaluable. Those looking 
for conclusions would perhaps be well advised to proceed with caution, and 
classify it as “unfinished business” on the frontiers of knowledge. 

WILLIAM VICKREY 
Columbia University 


La Sintesi Economica e la Teoria del Reddito. By Gustavo DEL VECCHIO. 
(Padua: Cedam. 1950. Pp. xxii, 436. L. 2000.) 

The volume under review entitled “Economic Synthesis and Theory of 
Income” concludes a coherent cycle of Del Vecchio’s scientific production, 
being the last volume of a lecture series on political economy preceded by 
three other volumes: “Lectures in Pure Economics” (1937, 4th ed.), “Applied 
Economics” consisting of “Dynamics” (1937, 2nd ed.), and “Economic 
Policies” (1937, 2nd ed.). Space is lacking here for a complete enumeration 
of G.D.V.’s other publications. However, we have to mention his standard work 
“Inquiry into the General Theory of Money” (Milan, 1933). The volume 
under review, although a synthesis of previous works, has neither the charac- 
ter of a fragment nor that of a complement, but forms an independent whole. 

The traditional rigidity of a textbook is lacking in the exposition as well 
as in the sequence of thought. It contains precisely that not usually contained 
in a textbook. It is a kind of illuminating supplement to what is offered 
in the classroom—broadly ramifying into history of economic doctrines, 
sociology, philosophy—and is deeply anchored in methodology. One might 
best characterize it as a comparative methodology or a general epistemology 
of economics. It gives a subtle analysis of the living conditions of the theory, 
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of the specific atmosphere creative of its efficiency, and thus could be called 
a “Biology” of theory as a special branch of a general philosophy of eco- 
nomics. The author demonstrates how some new theoretical element pene- 
trates the traditional body of theories and gradually decomposes the whole 
system; thus, a theory imperceptibly loses its explanatory value and emphasis 
is placed upon a new system of thought. The general pattern of this law of 
transition and the gradual substitution of one system of thought by a new 
one is exemplified by the antithesis of classical and Keynesian economics. 

The first and second parts of the book are devoted to the historical de- 
velopment of the income aspect. An instructive by-product of this filiation of 
thought is to show that the development of economic theories is not only 
connected with authors of the Anglo-American realm of thought and their 
French or German derivatives, but with important and original contributions 
made by the Italians: Ferrara, Pareto and Pantaleoni. It goes without saying 
that in this historical sketch of the origin of the income theory, emphasis is 
placed upon Sismondi, In this filiation of doctrines one might begrudge the 
space devoted to such apparently devitalized discussions as that about material 
and immaterial goods, were it not for the delicately wrought arguments and 
-counter-arguments which reflect in their subtle casuistry a metaphysical 
dualism revealing the predominance of immaterial factors and intangible i 
equivalents such as “rights” or the “state” in the structure of typical German 
theories. 

In Part 3 the author deals with the essential of economic synthesis. The 
whole elaboration of economic theory is shown as being functional to the 
concept of income. Keynes’s “Janus’”-face is illustrated by the following 
reasoning: The fact that Keynes considers the quantity of money as an inde- 
pendent variable assimilates him to the mercantilists; the consideration of 
nominal wage rates as independent variables, on the other hand, approximates 
him to the classics. Another classical element is Keynes’s conception of the 
individual enterpriser as the ultimate decision-making entity. All the well- 
known Keynesian propensities and the rate of interest are determinants of 
the enterpriser psychology and of his decision to increase or decrease em- 
ployment. The dynamic character of Keynesian thinking is contrasted with 
the static nature of the classical system—Ricardo’s theory of rent being 
based upon the assumption of an enterpriser without profit. G.D.V. is, with 
Keynes, opposed to the classical bifurcation which separates the “monetary” 
from the “real” aspect of economic phenomena. 

G.D.V.’s criticism of the classical system shows in a striking way how any 
injury to the vital nerve centers of a theory causes the gradual breakdown of 
the system. According to the classics, monopolies are considered as the result 
of deviations from the normal cost of production. The substitution of utility 
for cost deprived the theory of monopoly of its logical support, thus under- 
mining the classical concept of monopoly (Part 4). International problems 
in their relation to income are discussed in Part 5. 

Altogether, it is a synthesis of fascinating insights. One wonders, however, 
why the excellent chapter on Keynes placed in the historical part, does not 
include, in an introductory way, all the illuminating statements later made 
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by the author. Constructive criticism of Keynes is scattered all over the 
book; incorporated, “in different degrees of abstraction,” into one chapter 
it would represent a global interpretation of Keynes, the logical consistency 
and methodological value of which could not be surpassed. 

Louise SOMMER 


Chicago, Illinois 


Applied Economic Analysis. By F. M. Boppy, editor, and Cutips, SmitH, 
BROWNLEE, Coons, and SALERA. (New York: Pitman. 1948. Pp. xvi, 
573. $4.75.) 


Applied Economic Analysis is a book written by six authors, each, to some 
extent at least, a specialist in his respective field. The reviewer has some 
difficulty in deciding where and at what level this work should be inserted 
into the economics curriculum, In the preface, it is observed that most uni- 
versities give a two-semester course in Economic Principles and Problems 
and that this is designed for the second semester, or problems section of the 
course. However, it is doubtful if it could be successfully used in that way. 
Since each section is treated by a specialist, it is quite obvious that they 
have been giving major attention to complete courses in their own fields and 
are experiencing difficulty in condensing what they have to say and getting 
it down to the sophomore level, where students have had only one semester in 
principles, or economic theory. 

It is quite probable that this text would fit in better if inserted in the junior 
or senior year following a course in Intermediate Economic Theory. This 
observation is made because the work is definitely not pitched at the ele- 
mentary level. It is a scholarly piece of work. Each man is well qualified 
to handle in an able manner the field of his specialization and certainly each 
one is more interested in an adequate presentation of his material than in the. 
simplification necessary for elementary students. 

Section I on The Controls of an Economic System, by Francis M. Boddy, is 
quite theoretical and some of the diagrams are decidedly complicated. It 
would appear that the author is assuming that students have more mathe- 
matical background and a greater capacity for analyzing geometric figures 
than the reviewer has found to be true. Furthermore, there is a tendency 
to over-stress tools of analysis rather than clarification of analysis. The view- 
point is well stated in the preface, where it says, “The authors believe that the 
major value of an elementary course in economics should lie not in furnishing 
the student with answers to economic problems, but rather in giving him a set 
of tools or techniques and showing him how to select those most applicable 
to the problem at hand.” The word “tools” is used six times in the first page 
of the preface and there are times while reading Part I that one feels that 
there is more interest in the nature of the tool itself than in its application. 
When one attempts, as the author does, to analyze the intricacies of perfect 
competition and imperfect competition, it would appear that some of the com- 
plicated diagrams should be supplemented by more extended explanation. 
Section II on the Economics of Labor is by Frank E. Childs, of the Univer- 
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sity of Minnesota. The major topics treated are labor markets, labor organiza- 
tion, and collective bargaining. On the whole, this section is very well done. 

Section III on the Economics of Marketing is by Wendell R. Smith, of the 
University of Iowa. The treatment is fairly elementary and covers quite ade- 
quately both the marketing institutions and the marketing functions. 

Section IV is on Money, Credit, and Monetary Policy by O. H. Brownlee, 
of the University of Chicago. Here, the author brings in a liberal amount 
of Keynesian economics, while dealing with such subjects as savings and 
investment, and the equilibrium levels of investment and employment. 

Section V on Public Finance and Fiscal Policy, also by O. H. Brownlee, is 
almost wholly Keynesian in that one learns little about the fundamental 
canons of taxation or what constitutes a good tax or tax system but rather a 
devotion to fiscal policy as a means of providing full employment. 

Section VI on Agricultural Problems is by Alvin E. Coons, of Ohio State 
University. This is a rather extended section, covering almost exactly one 
hundred pages. Great attention is given to parity for agriculture, farm 
income as related to other incomes, conservation, the tariff in its relation to 
agriculture, and the organization of the farm bloc. The author recognizes 
some of the sinister influences of pressure groups, but closes the chapter 
by saying “farm groups are no different, neither better nor worse (except 
in so far as the advantages they win become more far reaching), in their 
attempts to influence the total economy. No group has a monopoly on the 
economic virtues nor on the economic vices, whether it is made up of farmers, 
labor, businessmen, industrialists, or professional people.” 

The last section is on Jnternational Trade by Virgil Salera, formerly of Iowa 
State College. Mr. Salera demonstrates a very intimate knowledge both of 
factual background in international trade and also of the mechanism of 
international trade and the need for freeing world trade from a host of uneco- 
nomic restrictions. There is brief but clear treatment of the International Bank 
for Reconstruction and Development. 

By way of a concluding statement, we may say that each author knows 
his field and has presented it clearly and concisely within the limits required 
by one book where each man can have only a segment rather than the op- 
portunity to write a complete text. Each section carries a brief but well- 
selected bibliography for further study. There is an excellent index and many 
will find it a splendid book for ready reference, even if they cannot find a place 
for it in their own curriculum as a textbook. 

H. L. McCracken 

Louisiana State University 


Economics of Business Enterprise: A Study of the Firm in the Aggregate 
Economy. By Grorcr J. Capy. (New York: Ronald Press. 1950. Pp. 
x, 452. $4.50.) 
This book is a text in economic theory intended for college courses of inter- 
mediate grade. It is a welcome addition to a field already covered by such 
excellent texts as Bain, Boulding, Due, Enke, Stigler, and Weintraub. 
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Part I lays the introductory groundwork in four chapters outlining the 
plan of the book, discussing elementary notions of marginal analysis basic to 
an understanding of all firm operations, and using these notions for a general 
interpretation of firm costs as well as consumer demand. The typical U-shaped 
average cost curve of the individual firm is explained as a set of enveloping 
curves illustrating the large number of possible combinations of temporarily 
constant and variable productive agents. Demand for firm output is repre- 
sented by five general types of sales curves illustrating the market situations 
of pure competition, simple monopoly, oligopoly, competitive monopoly and 
discriminatory pricing. 

Part IL provides a more detailed analysis of the firm as seller of one 
product. In describing different market situations, the author states as the “‘pre- 
dominant pattern . . . one of artificially induced scarcities and heightened 
particular prices” (p. 80). While there can be little quarrel with the desir- 
ability of pointing up the widespread manifestation of restrictionism found in 
our economy, such statements would gain in perspective if they would include 
an appraisal of social alternatives in combining short-run stability for 
“vested interests” with the ideals of long-run competitive resource allocation. 
There is no reference to J. M. Clark’s searching analysis of “workable com- 
petition.” 

Part III drops the assumptions of monoproduct operations, the motive of 
residual income maximization, and accurate predictability of the market. 
Multiproduct operations are analyzed under conditions of joint production 
and production of two or more goods in variable proportions, using revenue 
and cost indifference curves. Under the general heading of “entrepreneurial 
variants in control objectives” separation of ownership and control is dis- 
cussed as it may affect entrepreneurial decisions. In this context, the author 
classifies various types of expectations and briefly examines the effect of un- 
certainty on entrepreneurial pricing and market organization: “Price agree- 
ment ... is one of the most effective devices for interfirm handling of certain 
types of risk” (p. 183). 

Part IV deals with the entrepreneur as buyer. The problems of wages, 
cost of materials, rent, interest, and profit are analyzed under a variety of 
market conditions. The chapter on labor uses some materials first developed 
by Dunlop in his Wage Determination under Trade Unions. Profit, as a net 
entrepreneurial residuum, “exerts an extremely important influence on the 
dynamics of firm and industry” (p. 254), though the author warns that a 
distinction must be drawn “between the profits of successful competitive 
innovation and the profits of firm and industrial collusive stabilization” (p. 
359). 

Part V is devoted to “aggregative considerations.” An attempt is made 
here to explain economic disequilibrium in the aggregate economy on the basis 
of the foregoing analysis of the firm. “In general, monopoly results in fewer 
consumable goods and decreased per unit income for variable factors. It also 
places a strain on those flexible features in a price economy which must be 
counted on to ensure full employment . . . the business cycle bears a definite 
relation to the various inflexibilities associated with monopoly” (p. 363). In 
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a digression on economic policy, the author discusses the rdle of “enlightened 
and wise individuals,” organized labor, organized consumers, organized busi- 
ness, and government. A concluding chapter on “What to Look for in an 
Economy of Firms” lists eighty principles which, it is claimed, “have been 
given a factual orientation” (p. 421). The nature of these principles is illus- 
trated by the following quotes: Principle 3: “The most significant monetary 
flows take place through markets” (p. 422); Principle 50: “The prices of 
materials depend on the pattern of power and the precise nature of the 
dominant interest as exhibited in the market” (p. 427); Principle 75: “Crisis 
and depression may be interpreted fairly adequately in terms of innovation, 
new investment, liquidity preference, the interest rate, and the circular 
overflow of money” (p. 429). 

To quote the author again, “there is a certain taint of futility about the 
type of economic analysis which starts and ends on the level of deductive 
abstraction” (p. 420). The student reading this book cannot but be struck 
with this futility. In spite of frequent assertions that “theory . . . shall be 
capable of application to practical affairs” (p. vi), it must be singularly diffi- 
cult for the student to find a convincing answer to his question, “What use 
is price theory?” While the traditional framework of value theory is used to 
show how monopoly results in fewer consumable goods and decreased per unit 
income, the student is reassured with the non sequitur statement that “organ- 
ized labor and organized business can make significant contributions to the 
elimination of restrictionism” (p. 429). There is no indication how price 
analysis could contribute to the strategy of direct control in economic mobili- 
zation, a question asked by thoughtful students at this time. Though it is 
emphasized that “quantitative considerations underlie all firm operations” 
(p. 3), no reference is made to the possibility of developing statistical cost and 
demand functions. And while the book is called “A Study of the Firm in the 
Aggregate Economy,” no mention is made of the various explicit models which 
have been constructed to facilitate our understanding of how the individual 
firm and industry relate to the net and gross aggregates of the nation. The 
student will not find a discussion of the business sector in the nation’s 
economic budget. He will not find the empirical application of equilibrium 
analysis attempted in current input-output studies. Neither will he learn any- 
thing about methods and techniques of statistical inference to measure rela- 
tionships describing economic behavior, techniques which determine the logical 
basis of quantitative economic study. 

These critical comments should not detract from the genuine merits of the 
book which has drawn material from a wide number of sources. The book is 
profusely illustrated with geometric diagrams which add to the presentation. 
There is also a very helpful bibliography divided into three parts: economic 
theory, case evidence, and court decisions. The criticism primarily reflects 
general misgivings about the present state of micro-economics where we face 
so serious problems of relating the formal analysis to realistic studies and 
where recent refinements have widened rather than narrowed the gap that 
separates theory and research. If modern theory of the business firm is to 
become more useful in solving problems of economic policy, it must give up 
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the fruitless search for a photographic “reality” of assumptions and rather 
concentrate on formulating hypotheses of strategic relevance for policy making 
in the world we live in. These hypotheses can be tested only by comparing 
their implications and predictions with statistical observations. The latter 
has been done somewhat more successfully in the field of macroeconomics, a 
fact that may explain the greater appeal of the income approach. 

As Mr. Stigler says in the preface to his Theory of Price: “In short, eco- 
nomics is in an unsatisfactory state—it is hard to write a textbook!” 

WERNER HocHwaLp 
Washington University 


Elementary Economics. By J. A. Norvin and Vircit SALerA. (New York: 
Prentice-Hall. 1950. Pp. xvi, 844. $4.50.) 


Professors Nordin and Salera have written a text which touches on nearly 
all subjects in current economics while treating each from the point of view 
of contemporary economic issues and economic policy. In aiming at current 
issues they have gone so far as to assume “that a problem is important 
for economists only if it is important to the voters or their representatives” 
(p. viii). At the same time the authors “have not knowingly made any value 
judgements” (p. viii), conceiving the economist’s job as that of making “ob- 
jective” analyses, on the basis of which the voters can choose policies. A 
minor criticism might be that the authors’ judgements of what the voters want 
seem frequently confused with what pressure groups have obtained, and fre- 
quently sound like what academic economists who are politically somewhere 
in the middle of the road might want. 

The text is truly a survey of economics, if by “economics” we mean that 
which is taught in college economics courses. After an introductory discussion 
of the relation of economic analysis to political democracy, the authors devote 
two chapters to description of the American economy. There follow brief 
treatments of national income, money and price theory, and a description of 
consumption and distribution patterns. Parts I and II are thus something of 
a survey of surveys. Part III, entitled the Behavior of Economic Units, de- 
scribes in more detail banks, labor unions, family units, legal forms of the 
firm and deals in several chapters with price and output theory of the indi- 
vidual firm. These chapters, in their attempt to make firm theory convincing 
to elementary students, are among the best I have seen anywhere. The 
relations between fixed and variable factors, marginal productivity and 
marginal costs, for instance, follow from the information on the results of 
fertilizer use which Mr. Romain, a Maine potato farmer, has received from 
his experiment station. Part IV is on distribution analysis, and after a first 
chapter on labor law, treats of distribution under the conventional headings of 
wages, rent, interest and profits. Part V is entitled Business Fluctuations and 
Stabilization Policies, but the content is broader than the title suggests. The 
réle of government, public finance, social security and agricultural problems all 
get separate chapters. Then there is a more detailed discussion of the determi- 
nation of national income with a discussion of policies for stabilization. Part 
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VI on government regulation of business has chapters on agriculture, anti- 
trust action, public utilities, transportation and wartime policies. Part VII 
deals with international trade and finance, and includes chapters on exchange 
control and international institutions, while a somewhat sketchy Part VIII 
covers communism, fascism, socialism and economic planning. 

By the reviewer’s count the authors treat no less than eleven subjects 
which in many American colleges are accorded separate courses at the 
undergraduate level. At the same time, they develop all these in terms of 
what the student would need to know to evaluate political programs in terms 
of the student’s own value judgements. This is a large order, yet it is not 
far out of line with recent discussions on the goals of undergraduate teaching. 
When these goals are attempted in a single text, the problem becomes even 
more difficult. Professors Nordin and Salera have, in the reviewer’s opinion, 
done a competent job. The style, while not sparkling, is superior to most 
elementary texts. 

Certain costs are involved in such an attempt. The treatment, as might 
be expected, is scarcely rigorous. In the analysis of national income, 
equilibrium is said to exist when “business firms of all kinds continue to 
receive, period after period, the same total receipts as they are paying out 
net to the owners of resources” (p. 497) while the analytically correct state- 
ment in terms of planned and realized investment is only hinted at in a 
later chapter (p. 506). The able student will be confused by the identification 
of national income and product at one place (pp. 59-62), while at another 
he is told that deflation exists “when the flow of money incomes is smaller 
than the flow of goods and services available to consumers at existing 
prices” (p. 118). The distinction between value judgements and analysis 
becomes blurred at times despite the authors’ good intentions; or at least 
if they are not making value judgements, neither do they show from what 
value judgements some of their policies proceed. 

These examples, which could be multiplied, are not intended so much as 
criticism of the authors’ execution, as to point out the costs of their compre- 
hensive goals. It is possible that students who thrive on logical rigor—an 
aptitude of great usefulness in large portions of current economics—will be 
repelled by the loose formulations involved in such a program. The difficulty 
is inherent in the “survey” type of elementary economics course. Economics 
contains large portions of logical analysis, and there is clearly no way of 
“surveying” a logical argument. If any step is left out, the conclusion simply 
doesn’t follow. Probably most students leave an elementary economics 
course not understanding, for example, how saving and investment de- 
termine national income so much as believing such because of sufficient 
reiteration and exhortation. 

Probably many teachers would agree with Professors Nordin and Salera 
that economics can be “sold” to students on the grounds that it provides 
them with indispensable means of formulating economic policies based on 
their own value judgements. Yet the unfavorable reaction which many stu- 
dents have to economics courses is, doubtless, in part due to buyer disap- 
pointment at non-delivery. Any intelligent student is at least vaguely aware 
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that for practically any economic policy some economist sporting a Ph.D. can 
be found who will be against it, while another is available who will be for it. 
And he is doubtful if such a vast collection of opinions is purely the result 
of conflicting value judgements. The reviewer believes that early in the 
elementary economics course we should emphasize the slightly discordant 
note of the (bare) majority report of one of the Association’s subcommittees 
“that much of the dissatisfaction with the teaching of economics arises from 
the fact that there is so little economics to teach.”* Having made this clear 
we might then appeal to the student’s intellectual curiosity by rigorous 
analysis, on the one hand, and careful attention to the known empirical 
content of items such as the marginal revenue curve or the propensity to 
consume, on the other. Such a program may have less boxoffice appeal, but 
it might produce fewer dissatisfied students. After all, if bees are studied 
for other reasons than their productivity in honey, and if students of nuclear 
physics are not only moved by an urge to install more horsepower in 
American industry, there is no reason why human behavior should not 
arouse Veblen’s “idle curiosity.” 
Donatp F. Gordon 
University of Washington 
*This Review, Vol. XL, No. 5, Part 2, Supplement (December, 1950), p. 102. 


Readings in Economic Analysis. Vol. 1, General Theory; Vol. 11, Prices and 


Production. Edited by RicHarp V. CLEMENCE. (Cambridge: Addison- 
Wesley Press. Pp. xi, 283; xi, 259. $3.00, each volume.) 

This set of readings is a praiseworthy attempt to provide undergraduates— 
presumably upperclassmen—with something more than the aridities of most 
of the texts in intermediate theory. With one exception’ the two volumes 
consist exclusively of articles reproduced from the scholarly journals. The 
articles are almost entirely contemporary. The earliest is Taussig on “Capital, 
Interest and Diminishing Returns” (1908). There are three articles dating 
from the ’twenties,? but all the rest originally appeared in the ’thirties and 
forties. 

With the exception of a brief introduction to each volume, there is no 
editorial comment. Practically all the articles are reproduced unchanged, 
and they are reproduced photographically, so that not only is their content 
undistorted, but their format is reminiscent of the matrix from which they 
were abstracted. 

The first volume is entitled General Theory, and although it leads 
inevitably into the great Keynesian debate, the term is not restricted to its 
Keynesian interpretation. The book opens with two papers on methodology: 
Harrod on scope and method and Leontief on “implicit theorizing.” Buchanan 


*Schumpeter, “The Nature and Necessity of a Price System,” from Economic Recon- 
struction (New York, Columbia University Press, 1934). 

*A. A. Young, Increasing Returns and Economic Progress (1928), Taussig, Is Market 
Price Determinate? (1921), and Sraffa, The Laws of Returns under Competitive Condi- 
tions (1926°. 


4 
on 13 
| 
4 
j 
| 


BOOK REVIEWS 685 


on the cobweb theorem and Bergson on welfare economics lead, somewhat 
indirectly, to two papers on the laws of return by Taussig and Young, 
respectively. Schumpeter on the instability of capitalism precedes, although 
hardly introduces, Robbins and Samuelson on statics, while Keynes on 
declining population appropriately leads into Tarshis’ exposition of the Gen- 
eral Theory, appraisals by Williams and Schumpeter and discussions of effec- 
tive demand and employment by Kaldor, Bennion and Klein. 

Volume II is entitled Prices and Production, but too much weight should 
not be assigned the title of either volume, at least as factors determining 
into which one any given article is to be placed. It opens with Schumpeter 
on the price system, immediately followed by Viner’s famous article on 
“Cost Curves and Supply Curves” to which its author has prepared an 
interesting supplement which appears here for the first time in print.* 

Taussig on the determinateness of market prices, and Sraffa and Chamber- 
lin on the laws of return precede four articles from the Lester-Machlup con- 
troversy over marginalism. Cost functions are discussed by Hansen, Eiternan 
and Apel, Efroymson’s article on kinked demand curves is reproduced, 
Buchanan discusses advertising expenditures, and the volume concludes with 
Reder’s reconsideration of marginal productivity. 

If the extreme sketchiness of the foregoing summary has not obscured 
identification, the reader will recognize the high proportion of well-known 
articles among those reproduced. Few younger economists, and very few if 
any graduate students, possess files of the standard journals for the past 
twenty years, so that convenience of possession, to say nothing of freedom 
of annotation, are sufficient warrant for this venture. But since the set is 
designed primarily for undergraduate instruction, this particular usefulness 
can be described as one of those by-products which, to some consumers, 
justify the manufacture of the main product. 

That main product, in this case, has substantial merits and only one, 
completely inescapable, defect. Its outstanding merit is the possibility it 
affords of confronting students at first hand with what economists say and 
do. A secondary merit is mentioned by the editor: “It is a source of some 
satisfaction to students to discover that they can understand the sort of 
articles that professional economists read” (Vol. II, p. ix). Perhaps the 
comment should be made that only one of the reproduced articles* depends 
upon that mathematical symbolism so terrifying to so many. The book does, 
however, contain plenty of good hard reading which will require very close 
attention indeed, but it is the meat rather than the mien which is formidable, 
and that probably is pedagogically wise. A third, and substantial, merit is 
the exposure of students to controversy. It is one thing for a textbook to 


* The purport of this supplement is to place the analysis into the context of the general 
rather than the Marshallian partial equilibrium, and it leads to the conclusion that there 
is “a universal long-run ‘law’ of increasing money costs as output changes in response 
to shifts in wants in an economy of constant national money income” (Vol. II, p. 34), 
after the point is reached where technological economies of scale in the plant have been 
exhausted. 


*A. Bergson (A. Burk), A Reformulation of Certain Aspects of Welfare Economics 
(1938). 
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summarize, or even allude to, controversy—and not all do; it is quite 
another, and immeasurably more valuable, to confront students directly with 
the issues at which professional economists are tugging. 

The book’s inescapable defect is inherent in the fact of selection. No two 
economists are ever likely to agree (a) that the selections made are neces- 
sarily the most useful or appropriate, or (b) that the themes selected—or 
omitted—serve the most desirable purposes. This reviewer, for example, 
would like to see included such themes as monopolistic competition and 
income distribution (both of which, at any rate since Marshall, are sub- 
sumed within the price system), and he is not convinced that the treatment 
of price is really meaningful apart from consideration of the theory of 
money. That is a defect to the reviewer; but as he can hardly expect others 
to draw the line between things in heaven and earth and the philosophy of 
Horatio exactly where he does, there is little more that can be appropriately 
said. 

P. Apams, Jr. 

Cornell University 


Basic Economics: A Book of Readings. Edited by ArtHur D. Gaver, 
C. Lowett Harriss and Mitton H. Spencer. (New York: Prentice- 
Hall. 1951. Pp. xv, 624. $2.95.) 


This compact little volume consists of 116 excerpts from articles, laws, 
encyclicals and other significant sources of economic material. It is aimed 
at the beginning student of economics and is designed to accompany and 
supplement whatever basic textbook may be in use. To facilitate this the 
editors and publishers are preparing cross-references to some of the major 
elementary texts in current use. 

The book is divided into fourteen sections, by topics, and the allocation 
of space to each topic is reported as being in rough conformity with that 
of some of the chief textbooks. The list of topics and the space given each 
Part follows: I, Nature and Method of Economics, 16 pages; II, Industry 
and Agriculture, 40 pages; III, Consumer Problems, 19 pages; IV, Price 
and Cost Analysis, 86 pages; V, Competition and Monopoly, 65 pages; VI, 
Income Distribution, 44 pages; VII, Labor Problems, 48 pages; VIII, 
Population and Social Welfare, 44 pages; IX, Monetary Economics and 
Finance, 49 pages; X, National Income and Economic Growth, 27 pages; 
XI, Business Cycles and Employment, 42 pages; XII, Public Finance and 
Fiscal Policy, 47 pages; XIII, International Economics, 63 pages; XIV, 
Economic Idealogies and Planning, 52 pages. 

An extraordinary variety of sources has been searched for material to 
whet the appetites, deepen the understanding and possibly even to open 
the mouths of freshmen and sophomores. Among the great names repre- 
sented are Aristotle, Smith, Ricardo, Malthus, Marshall and Veblen. Keynes, 
Boulding, Duesenberry, Stigler, Mitchell and Viner appear among the 
contributors who are contemporary or near-contemporary. From outside the 
profession the editors have drawn, among others, upon Jonathan Swift (on 
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taxation in Laputa), Pope Leo XIII (Rerum Novarum), and President 
Truman (on Point Four). Some of the institutions, committees and organiza- 
tions represented are Consumers’ Research; the American Medical Associa- 
tion; Merrill Lynch, Pierce, Fenner & Beane; and the plaintive commentary 
on loaded words in the 1949 Minority Report of the Joint Committee on 
the Economic Report of the President. The hand of the legal draftsman is 
shown in the form of excerpts from the British Combinations Act of 1799, 
the United States Anti-Trust Laws and the Taft-Hartley Act. Among the 
more interesting or unusual selections are Bastiat’s famous Petition of the 
Candlemakers, John McDonald on Economics and the Theory of Games 
and R. A. Radford’s analysis (that should be better known in this country) 
of the cigarette standard in a German prisoner-of-war camp, which should 
clinch the point that there are such things as monetary principles. 

All the material is clear, and in its context all should be found interesting. 
Controversial material appears where it belongs, and without any effort 
either to play it up or to minimize it. Most items have been heavily cut, 
probably for the purpose of bringing out single points as well as to conserve 
space, but the result in many cases is to foster an illusion of nonexistent 
simplicity. Editorial comment is limited to an identifying sentence or two 
at the beginning of each selection. 

On balance, the items chosen have been well-handled, and the book should 
be fun to teach. It must, also, have been fun to compile. 

GrorceE P. ADAMS, JR. 

Cornell University 


Grondslagen en Techniek van de Marktanalyse. (Fundamentals and Tech- 
niques of Market Analysis) By P. J. Verpoorn (Leiden: H. E. Stenfert 
Kroese’s Uitgevers-Maatschappij N.V. 1950. Pp. xi, 667.) 


Economists are sometimes reluctant to undertake empirical research be- 
cause of its inherent difficulties and often unrewarding results. Dr. Verdoorn’s 
book is an antidote for this reluctance. In a volume useful to both the 
economist and the market analyst, he offers instruction in the fundamentals 
and techniques of studying markets. 

After a brief introduction in which he includes an evaluation of the réle 
of market analysis in business, government, and the development of eco- 
nomics, Dr. Verdoorn turns his attention to the definition of a market. Here 
he demonstrates the importance of careful limitation of the market to be 
investigated and suggests statistical methods that may be employed in this 
task. Next, he discusses factors to be considered in determining the character 
‘of the market and its changes. He follows this with a chapter on the tech- 
niques available for making studies of a particular aspects of markets. Dr. 
Verdoorn then examines some of the problems connected with certain types 
of market analysis such as the allotment of import quotas and the study of 
export markets, and presents a number of case studies to illustrate the 
techniques he has described. 

From the viewpoint of the economist, this book is interesting. Here is 
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market research described in familiar terms. The relevancy of economics 
stands out clearly. Dr. Verdoorn’s book should do much to encourage 
economists to participate in the gathering and analysis of the factual data 
so necessary to progress in economic theory. 
Wytze Gorter 
University of California, Los Angeles 


Economic History; National Economics 


The Growth of English Society—A Short Economic History. By E. Lirson. 
(New York: Henry Holt. 1950. Pp. ix, 467. $3.75.) 


This volume is an expanded and revised version of the author’s earlier 
A Planned Economy or Free Enterprise. Its title may have less sales appeal, 
but it has gained much in the revision. Mr. Lipson has added breadth and 
depth as well as length to his examination of the réle of state planning versus 
individualistic enterprise in English history. His position is more closely 
reasoned, his treatment tighter-knit, and although some of the freshness of 
the first effort is lacking in the second, its painstaking scholarship makes it 
a much more satisfying piece of work. Its publication will call for extensive 
reworking of many of the texts in English economic history now in use. 

The whole course of English economic history comes under review in this 
straightforward narrative. In the thousand years following the fifth century, 
the freedom of the tribesman gave way to servitude, and it was only with the 
disappearance of villeinage that the original freedom of the English village 
was restored. The author traces the growth of individualism, first centered in 
the commercial town, and examines in detail its implication for all aspects 
of medieval economic organization. This growth is accounted for by the 
expansion of the market at whose center stands the ubiquitous entrepreneur 
“the architect of the new England,” who was to win for England its 
preéminence in the nineteenth century. In the mercantilist period he could 
make headway only within the framework of corporate society and in 
opposition to the state whose authority, backed by tradition, was directed 
to control of new and disruptive forces. Mercantilism, in this sense, is seen 
as England’s first planned economy, one planned in the interests of self- 
sufficiency, balance and order. The issue of Crown versus entrepreneur, 
stability versus change, was fought out in the sixteenth and seventeenth 
centuries; individualism won, and much of the book is taken up with the 
explanation of its victory. For planning, the game was up by 1660, and 
from the Civil War to the beginning of the nineteenth century, freedom took 
over in English economic life, its foundations laid in England’s first planning 
period. And it was in this period of unshackled entrepreneurship that the 
bases for England’s industrial supremacy were laid. The mistakes of 
exaggerated individualism in turn led directly to the revival of mercantilist 
policies, to state control in the economic order in the interests of the old 
ideals of social harmony and justice. The nineteenth century is viewed as, 
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“. |. am age in which the fabric of economic life was being reconstructed in 
preparation for an era that was to dawn in the twentieth century—the almost 
limitless extension of state functions into every sphere of the national 
economy” (p. 280). 

This outline fails to do justice to the book’s wealth of detail and its 
success in putting right many mistaken notions about the course of economic 
change in England. No feature of the economic life of the English people is 
overlooked, and the whole treatment follows a consistent pattern in which 
every cause and consequence is shown in its relation to the main theme of 
stability versus progress. The main elements in this pattern are underlined 
throughout and their significance reiterated almost to the point of tedium. 
History is an essentially continuous process, each system contains within 
itself the seeds of its decay, each stage in change paves the way for the next. 
Moreover, history’s course may be likened to that of pendulum swings from 
one extreme (order and planning) to another (individualism and progress), 
a process of action and reaction, and the ideal position is the middleground, 
the compromise between such extremes. And because there is nothing really 
new under the sun and what appears to be new problems are old ones in a 
different guise, the historian can make a useful contribution to the discussion 
of current issues. The argument stands as a sober and balanced, if not new, 
defense of the “utility” of history. 

In his search for parallels, Mr. Lipson has settled many questions and 
raised as many new ones. Use of expressions such as “the inevitable product 
of economic forces,” the “normal course of change,” may be overlooked, but 
the assumption of “inevitable” cycles, of the absence of historical novelty, 
is less easy to accept. “Planning” and “free enterprise” are big words, useful 
in general discussion but full of pitfalls in interpretive work. In the book 
A Planned Economy or Free Enterprise, private enterprise is taken as 
synonymous with individualism (another difficult word), free enterprise is 
based on the competitive pricing system, and planning is central direction 
of national resources. For purposes of historical narrative these terms may 
be accepted at their face value. It is where comparisons are made, of time 
or place, that difficulties emerge. The “planning” of sixteenth and seventeenth 
mercantilist England is of a very different order from the “planning” of 
England of the twentieth century, the modern state itself is highly unlike that 
of the earlier period, the conditions under which the “individual” operates in 
economic affairs display differences more.pronounced than any discernible 
similarities, and the “entrepreneur” badly needs redefinition in each his- 
torical context. It is only by the broad use of terms that parallels may be 
found at all, and this very breadth obscures differences of which the author 
himself is well aware. And there is the further difficulty that generalizations 
based on the experience of a nation so unique in its environment of economic 
activity as England have made for distortions in the treatment of the 
national histories of other areas. For the reviewer, at least, the contributions 
in Mr. Lipson’s work lie in the light thrown on various epochs in English 
history. References to cycles and parallels appear mainly as frills which add 
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little to and detract as little from this admirable and basically traditional 
history of the economic life of the English people. The volume has an index 
but lacks a bibliography. 
W. T. EAsTerRBRooK 
University of Toronto 


Report to the President of the United States. By the Economic Survey 
Mission to the Philippines. Pub. 4010, Far Eastern Ser., 38. (Washing- 
ton: Department of State. 1950. Pp. ii, 107.) 


In response to the request of President Quirino of the Philippines, President 
Truman designated an economic mission to survey all aspects of the Philip- 
pine economy and to recommend measures that would enable the Islands to 
become and remain self-supporting. The Economic Survey Mission to the 
Philippines, which was headed by Daniel W. Bell (former Under Secretary 
of the Treasury) consisted of 5 members and 18 advisers drawn principally 
from United States government agencies, private business, and universities. 
The Mission submitted its report to the President in October, 1950 shortly 
after completing two months of intensive study in the Philippines. 

The Bell Mission reports forthrightly on a long series of the Islands’ 
basic economic and social ills: Inefficient and inadequate production; very 
low incomes, particularly in agriculture; a feudal land organization; unequal 
bargaining power of workers and tenants in dealing with employers and 
landowners; a tax system which bears too heavily on the poor and too lightly 
on the rich; over-reliance on exports of a few basic agricultural crops which 
provide but a meager livelihood for most of those engaged in their production; 
undue dependence on imports for many basic necessities that could readily 
be produced in the Islands; widespread inefficiency and even corruption in 
government service; and general disregard of leaders in agriculture and in 
business for their responsibility to improve the economic position of the 
lower-income groups. 

The report intimates that the exceptional economic opportunities which 
the Philippines had to rehabilitate its war-torn economy and to transform 
it into one capable of supporting the newly sovereign state, were largely 
dissipated. By 1950, economic deterioration had reached the stage of crisis 
with no prospect of self correction, The mounting budgetary deficit was 
feeding a sharp inflation; the cash position of the Treasury was steadily 
worsening; capital was seeking haven outside the Philippines; and dollar 
exchange was being squandered on imports of luxuries. 

The Bell Mission prescribed seven major corrective measures: (1) Imposi- 
tion of sharply increased tax revenues, with proportionately greater levies 
to be assessed against high incomes and large property holdings; (2) expan- 
sion and improvement of agricultural production; land reform; and assistance 
of various kinds to small farmers; (3) diversification and expansion of 
industry; extension and improvement of transportation facilities; and estab- 
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lishment of a development corporation to coordinate the Islands’ industrial 
program; (4) imposition of a special emergency tax of 25 per cent to be 
levied for not more than two years on all imports except rice, corn, flour, 
canned fish, canned milk, and fertilizer; (5) adoption of adequate programs 
in public health, education, and housing; promotion of trade unions; 
correction of various predatory employment practices; and establishment 
of a minimum wage for agricultural and other workers; (6) reorganization 
and improvement of public administration; higher salaries for civil servants; 
elimination of barriers to the employment of foreign technicians; and dispatch 
of a United States Technical Mission to assist the Philippine government in 
carrying out the various programs recommended by the Bell Mission; and 
(7) provision by the United States of $250 million through loans and grants 
to help in carrying out a five-year program of economic development and 
technical assistance, such aid to be strictly conditioned on steps being taken 
by the Philippine government to carry out the foregoing recommendations 
and, further, to be subject to continued supervision and control of the Techni- 
cal Mission. 

The Bell Mission follows its recommendations with this admonishment: 
“No one must expect that even so comprehensive a program as this will 
quickly or automatically remove all the ills of the Philippine economy. What 
it can do is to provide an environment in which people of the Philippines 
can work out a reasonable solution of their problems. What they ultimately 
achieve will be determined primarily by their own efforts and by the devotion 
of the Philippine Government to the interests of all the people... .” 

The general diagnosis of basic Philippine ills reported by the Bell Mission 
does not differ materially from diagnoses found in earlier official and un- 
official reports on the Philippine economy of which there have been at least 
several. There is also a marked general resemblance in many of the prescribed 
remedies. The Bell Report, however, does not—possibly for tactical reasons 
—call attention to the economic implications of the failure of the Islands to 
check its growth of population. There are now about 25 per cent more people 
in the Philippines than there were only 10 years ago. 

As might have been expected from the short time available for prepara- 
tion of the repert and from the controversial nature of the subject with which 
it deals, some of the recommendations of the report are open to question. 

The Philippines quite obviously needed to curtail its imports but the 
report does not make clear why the best method to achieve this objective is 
a “special emergency tax of 25 percent” for not less than two years on all 
imports “other than rice, corn, flour, canned fish, canned milk, and fertilizer.” 
Even if this were the type of tax which would be the best on economic 
grounds (a premise which is at least debatable), the Mission might have been 
expected to foresee—as has turned out to be the case—that our own govern- 
ment would not accept it. 

The recommended rate of import tax and recommended period of applica- 
tion were presumably based on the Islands’ prospective balance-of-payments 
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position, on which the report prognosticated as follows (p. 38): “While the 
volume of exports will probably recover to the prewar level . . . the payments 
difficulties cannot be met by the moderate expansion of exports that can 
take place in the next few years. . . . On the basis of present prospects .. . 
United States Government disbursements . . . in 1951 . . . may drop by 
more than 50 per cent below the 1949 level. This is an anticipated fall of 
$180 million annually. No likely expansion of exports, nor rise in export 
prices, can offset the effect on foreign exchange receipts of this drop.” On the 
basis of the “International Financial Statistics” reported by the Incernational 
Monetary Fund, however, Philippine exports in the first four months of 1951 
were at the rate of $492 million per year. This, $232 million higher than 
the rate realized in 1949 and $200 million above the rate forecast by the 
Bell Mission for 1951, is more than sufficient to offset the estimated $180 
million decline in United States government disbursements. 

The Bell report is not clear on whether the emergency tax of 25 per cent 
on imports is proposed in lieu of other import taxes or in addition to them. 
A tax of only 25 per cent is hardly high enough to discourage imports of 
many luxuries and non-essential articles and it would prove unduly burden- 
some on imports of many of the articles essential for ordinary consumption 
and for reconstruction. A considerable range of food staples, medical supplies, 
school books and equipment for industry, for example, might well have been 
added to the list of six products for which exemption from the tax was 
proposed. 

Although the Philippines might well profit from carrying out most of the 
Bell Mission’s general recommendations—particularly heeding the advice 
of the Technical Mission during the next five years—it should not regard the 
Bell Report as a blueprint of such unqualified merit that local architects 
should demur from making even extensive departures from it. 

BEN DorFMAN 
Washington, D.C. 


Monetary Problems of an Export Economy—the Cuban Experience 1914- 
1947. By Henry C. Watiicu. (Cambridge: Harvard University Press. 
1950. Pp. xiv, 357. $5.00.) 


Mr. Wallich’s study of the Cuban economy is divided into two major 
sections: the first section is a review of Cuban monetary history and policies 
from 1914 to 1947, The second section is largely analytical, with particular 
emphasis on the processes of cyclical expansion and contraction, the 
mechanism of balance-of-payments adjustments, and the potential effects 
of exchange rate variation and exchange control. The last chapter, which 
deals specifically with central banking policy, is particularly interesting in 
view of the recent establishment in Cuba of a central bank. 

This book is a welcome though delayed addition to the growing literature 
applying modern tools of economic analysis to the problems of under- 
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developed economies. Particularly noteworthy are the analyses of the ex- 
pansion and contraction processes in an export economy and the problems 
to which they give rise, and the discussion of the potential effects of exchange 
rate variation in such an economy. The analytical achievement is even the 
more remarkable since the bulk of the book was written several years ago. 
Most of the propositions advanced by Mr. Wallich have in the meantime 
gained wide acceptance, partly as the result of the prior publication of 
several chapters in the book. Therefore, little purpose would be served by a 
summary of these analytic propositions. 

The time span involved in the preparation of the study accounts in part 
for its major deficiencies, which take the form of internal inconsistencies 
and an undue emphasis, particularly in the historical chapters, on the cyclical 
aspects of Cuba’s monetary experience. 

The internal inconsistencies in the book are in part apparent and in part 
real. In the historical chapters, which make up the bulk of the study, the 
major purpose, according to the author, is to show the consequences of 
Cuba’s lack of an independent monetary system, including a central bank, 
during the period 1914 to 1947. If these sections, particularly Chapters 3 
through 11, are read as an independent study, the impression is gained that 
during the period from 1914 to 1947 the opportunities for compensatory 
action which were missed as a result of the absence of an independent 
monetary system were of relatively minor importance. In the analytical 
sections, which were written more recently, Mr. Wallich appears to hold 
greater hope for the potentialities of compensatory action under an inde- 
pendent monetary system, although even in the analytical sections the limita- 
tions on countercyclical policy are constantly stressed. This apparent incon- 
sistency between the historical and analytical sections arises from a failure 
to specify in sufficient detail the factors which are to be taken as given in the 
treatment of each historical epoch. For example, in the discussion of the 
depression of the ’thirties (which began in Cuba somewhat earlier than in 
the United States) the implicit assumption was made that an independent 
monetary system in the preceding boom would not have resulted in Cuba 
having built up a sufficient level of foreign exchange reserves, behind which 
Cuba could have undertaken a more positive compensatory policy. Further- 
more, Mr. Wallich reflects much greater confidence in the historical sections 
than in the analytical sections in the benefits actually derived from an 
unmanaged exchange rate and from the absence of exchange control. As a 
result, very severe limitations are placed in the historical review on compen- 
satory policies. 

Some real inconsistencies are evident within the historical chapters. In 
discussing the moratorium episode during the ’thirties, Mr. Wallich notes 
that monetary expansion or depreciation, or possibly both together, would 
have been economically desirable, since the laissez-faire policy followed by 
Cuba for the most part put the Cuban economy completely through the 
wringer. Yet, in his later discussion of the course of monetary events during 
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the ’thirties (p. 172) the conclusion is reached that there was really no 
significant shortage of money supply in Cuba during the great depression 
because the money supply moved in harmony with the value of exports. 

The concentration of cyclical problems in the historical review and the 
failure to treat in the analytical sections in a more comprehensive fashion 
the relationships between Cuban monetary policies and long-term problems of 
economic development constitute more important weaknesses. They reflect 
something other than the fact, noted in the preface, that “Cuba’s otherwise 
rich monetary experience includes no episode bearing on financial aspects 
of development programs.” They indicate a disposition, shared by many of 
us in the late ’thirties and early ‘forties, to abstract from the long-term 
development problem in treating cyclical aspects of monetary policies. 
Although in the first chapter and in the last chapter there are some brief 
discussions of the environment for economic development and of monetary 
policies related thereto, the analysis is not sufficiently developed and is not 
closely integrated with the rest of the study. To illustrate, one of the struc- 
tural characteristics of the Cuban economy important both for the appraisal 
of past experience and as a guide for future monetary policy is the existence 
of unemployed resources. Mr. Wallich notes in the opening chapter the fact 
that there is both seasonal and structural unemployment in Cuba, but a 
judgment as to its scope is not made, and it is virtually ignored in the subse- 
quent chapters. In the view of many trained observers such unemployment is 
pervasive in Cuba. It is cited as a reflection of the fact that no new dynamism 
has been substituted in the Cuban economy for the sugar development which 
dominated its earlier history. Although no one can claim that the existence of 
an independent monetary system or a change in monetary policy would 
alone supply a new dynamism in Cuba, an overriding fear of inflation or of 
exchange depreciation and exchange controls may constitute a real obstacle. 
Mr. Wallich is, of course, much too well balanced in his appraisal of the 
Cuban economy to yield wholly to such fears. Nevertheless, the emphasis 
in his discussion of the development problem in Cuba seems to be on the 
need for great caution. The principle is stated (p. 308) that development 
projects should be pushed during the depression and held back during the 
boom. Although Mr. Wallich concedes that the principle may have to give 
way to expediency, its applicability to Cuba is not questioned. The observa- 
tion (p. 20) that during boom times “a large part of domestic savings cannot 
effectively be utilized for domestic investment because . . . the factors of 
production are already fully employed” is questionable if it is intended as 
a statement of fact rather then a definition of “boom times.” 

The structural deficiency in Cuba of the level of effective demand, par- 
ticularly investment demand, reflected in the recent postwar period in a 
continued rise in foreign exchange reserves, is a basic factor not adequately 
appreciated in the appraisal of Cuban monetary history or in the application 
of central banking principles to Cuba’s current problems. 

GERALD ALTER 

Washington, D.C. 
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Statistics and Econometrics 


On the Accuracy of Economic Observations. By OsKAR MORGENSTERN, 
(Princeton: Princeton University Press. 1950. Pp. ix, 101. $2.00.) 


Economic data contain various kinds of errors. Definitions are vague, 
classifications are rough, and surveys and censuses are incomplete. Professor 
Morgenstern describes these and other errors, warns us of the dangers of 
neglecting them, and calls for a broad new policy to correct the situation. 

To illustrate his points, the author is able to quote existing statistics where 
independent estimates of similar things exist. Thus foreign trade data as 
reported by different countries sometimes differ by more than the smaller 
figures, indicating errors of over 100 per cent. The Kuznets’ estimate that 
errors of 10 per cent are not unlikely in national product totals is quoted, 
and other important differences in price and production statistics are ob- 
served. These illustrations serve the author’s purpose of emphasizing the 
importance of the problem, but they are not so successful in explaining the 
complexities of the problem. Indeed, the error estimates are as liable to 
misinterpretation as the original data. For example, errors in year-to-year 
relative changes in national income are a different thing from the absolute 
error in a given year, and the two should not be confused. Morgenstern 
does not have the information to estimate the different types of errors, and 
this lack of data is the point which he makes. 

We are warned that the importance of the defects in the data is increasing 
rapidly because the data are being asked to bear an ever-growing weight of 
evidence. Governmental, industrial, and labor decisions are based upon them. 
Economic studies of many kinds, some highly intricate, utilize them. Pro- 
fessor Morgenstern’s immediate concern is the rdle of economic data in input- 
output studies, where estimates of errors in the theory itself magnify the 
importance of errors in the source data. It has turned out that the growth 
in the quantity of economic information has increased the use of data to the 
point that better understood data are necessary. ; 

The author does not suggest any ready solution to the problem, since its 
complexities are many, and since the cooperative endeavors of many persons 
and institutions are necessary for solutions. The author is content to call 
attention to the problem, and to appeal for a fundamental change in the 
attitude of those concerned with economic data. This involves “bringing out 
in the open the nature of the underlying errors, the various types of bias 
involved, the differences and uncertainties of classification, etc., instead of 
relegating the information to the background of footnotes or not dealing 
with it at all” (p. 44). Especially should estimates of error be required of 
the agencies gathering data, for without this foundation, agencies utilizing 
the data are helpless. The author has a good deal to say about the meaning- 
lessness of excess digits and decimals, so much so, that one fears that the 
practical result of the study may be to persuade administrators to lop some 
figures, with very little foundation of analysis. It is hard to believe that this 
curtailment would save as much expense as the author envisages. We may 
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well agree with Professor Morgenstern, however, that the hall-mark of good 
data should not be a demonstration that estimates are the best possible 
under given circumstances, but a complete and precise statement of the 
meaning and accuracy of the estimates. 


PauL SIMPSON 
University of Oregon 


Economic Systems; Planning and Reform; Cooperation 


Private Enterprise and Governmental Planning—an Integration. By THEo 
SuRANYI-UNGER. (New York: McGraw-Hill. 1950. Pp. xii, 389. $4.50.) 


The author starts from some assumptions with which most social scientists 
will heartily agree: that all national economies, including that of the USSR, 
are composites of collectivistic and individualistic elements; that in increasing 
the amount of collectivism beyond some point a growing resistance is en- 
countered and further steps are bound to become less beneficial or more 
detrimental; and that the same rule applies to the movement from collectivism 
toward individualism. From these assumptions Dr. Suranyi-Unger develops 
an idea which may prove to be a gold mine. He tries to apply the apparatus 
of indifference curves to the problem of how much collectivism and how 
much “private enterprise” can or should exist in any given economy. 

In order to explore the potentialities of this idea, however, a good deal 
more testing and probing will have to be done, and some of the tools will 
have to be forged with greater care than Dr. Suranyi-Unger has used. To 
recognize the basic difficulty, we have to go back to the elementary concept 
oi indifference curves. We may use Benham’s example of the soldiers who 
receive each a ration of rum and a ration of cigarettes and who barter rum 
for cigarettes or vice versa to satisfy their individual preferences as com- 
pletely as possible.’ In preparing for barter, each soldier finds that variou: 
combinations of the two commodities would be equally satisfactory to him; 
if each of these combinations is represented by a point between an “all ciga- 
rettes” and an “all rum” ordinate, the connections between these points of 
equivalence will form negatively sloped indifference curves. 

Obviously, in this construction it is essential that the sacrifice of a 
quantity of one good is the condition for obtaining more of the other. Is it 
equally necessary, in any given society, to renounce the advantages of addi- 
tional collectivistic measures to secure the advantages of additional indi- 
vidualistic measures? Do we not rather, as a rule, find it possible to introduce 
more collectivism in a field in which this seems to be useful and at the same 
time to expand individualism in another field where we can do so with ad- 
vantage? If we consider the conditions under which the beneficial and the 
detrimental effects of partial changes in the structure of the system can be 
separated from one another, we are in a sea of problems of which Dr. Suranyi- 
Unger has only touched the surface. 


*See Frederic Benham, Economics. A General Textbook for Students (London, Pitman 
[first ed. reprinted], 1939), p. 89 et seq. 
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He could avoid delving into that sea because he has approached the prob- 
lem on a path wkich almost entirely avoids the crucial difficulty but, un- 
fortunately, does not lead into the core of the matter. Dr. Suranyi-Unger 
identifies the choice between economic collectivism and economic individual- 
ism with the choice between the satisfaction of collective and of individual 
wants. Surely, we can draw indifference courses, for instance, between the 
individual want for food and the collective want for national defense. Here 
the renunciation of an additional satisfaction of one want is truly the price 
we have to pay for an additional satisfaction of the other, since the decision 
concerns the use of resources and the same resources cannot be used up for 
two different purposes. But such “cannon-butter” indifference curves do not 
teli us how much free initiative and how much collective enterprise we should 
have or can have or shall have in the production of either cannon or butter. 
It cannot be seriously maintained that the latter question is not relevant to 
the problem of collectivism versus individualism, or that a society which 
gives more weight to the “cannon” side will always have more collectivization 
of the instruments of production than a society which emphasizes the “butter” 
side. In other words, the collectivistic or individualistic character of an econ- 
omy is not determined merely by the distribution of resources among different 
kinds of want but also by the methods employed in the satisfaction of any 
wants, and the emphasis on certain wants, in preference to others, is no 
reliable indicator for (still less a measure of) a preference for certain types 
of method. Therefore Dr. Suranyi-Unger raises an unsubstantiated claim 
when he speaks as if his indifference curves represented choices between a 
generally more collectivistic or a generally more individualistic character of 
society. The numerous passages in which he seems vaguely aware of the 
limitations of his argument do not remedy the basic fault. 

But perhaps the attempt undertaken by Dr. Suranyi-Unger may still be 
led to completion. The interrelationship between the beneficial and the det- 
rimental effects of individual steps in collectivization and de-collectivization 
can certainly be more systematically investigated than they have been so 
far, and it may become possible to fit these effects into a scheme that would 
permit the application of the apparatus of indifference curves. If this road 
can be opened, it will be only fair to remember that Dr. Suranyi-Unger was 
the pioneer who explored the first stretch. 

The jacket describes the book as a “text” for “advanced courses in 
economic theory.” Although I would certainly not call a highly experimental 
book like this a text, it may well be used in graduate courses as a basis for 
discussion. But for this purpose it would have been better if the author had 
shown a little more leniency toward the reader whose mathematical equip- 
ment is not equal to his own. With a little more explanation and with the 
use of simpler methods of mathematical presentation, even the despised 
tribe of non-mathematicians (among whom this reviewer belongs) can be 
led to a substantial degree of understanding of such matters as Dr. Suranyi- 
Unger discusses. Aside from the inconvenience for a number of his readers, 
the kind of mathematical treatment chosen by the author is dangerous 
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because it produces a semblance of exactness while by no means are all the 
problems and their underlying concepts clearly defined: it is somewhat 
exasperating, for instance, to see Dr. Suranyi-Unger use highly refined math- 
ematical apparatus to measure the amount of collective economic planning 
without having worked out an even formally adequate definition of this 
highly controversial term. 


CarL LANDAUER 
University of California, Berkeley 


Economic Systems: A Comparative Analysis. By Grorcr N. Harm. (New 
York: Rinehart. 1951. Pp. x, 438. $4.50.) 


Until recently most texts on comparative economic systems tended to con- 
trast a highly imperfect and problem-ridden capitalism with a serene socialist 
state in which all problems might (by implication) be solved by “planning.” 
In ninety-nine per cent of the literature expanding capitalism is compared 
with what will, on analysis, turn out to be stationary socialism. The notion 
that there are economic problems, especially regarding investment continuity, 
transcending the “planning” versus “non-planning” debate has had a hard 
time establishing itself. 

On all these points Dr. Halm’s treatment is in many respects a considerable 
advance over previous texts. The practical problems of socialism, as well as 
of capitalism, receive careful analysis, and the last half of the book is a review 
of intensely interesting specific historical material on Russian, German, and 
English experience. While Halm has not yet entirely emancipated himself from 
the limiting effects of stationary equilibrium analysis, and seems to me a bit 
to overstate its scientffic universality (pp. 7-9), he nevertheless has achieved 
a much more dynamic formulation than has hitherto been customary. And it 
is refreshing to find it recognized that socialism—too—can be guilty of “over”- 
investment (pp. 116, 305). 

Despite these many merits and and a frequent inpressive advance in real- 
ism, for example, regarding worker morale under nationalization (p. 382), Dr. 
Halm’s book has a good many vulnerable points, some of which may be 
mentioned. The chapters on capitalism appeared to this reviewer particu- 
larly weak. They are written from the standpoint of an emotional “liberalism” 
which is sometimes almost rabidly equalitarian. Halm accepts the com- 
mon idea (pp. 67, 68) that such attitudes are not value judgments but 
matters of “scientific” proof and gives his students no authority to the 
contrary. Bigness (in absolute size) has somehow gotten confused with 
“monopoly”; and “size” with cut-throat competition (p. 95). “Competi- 
tive” capitalism is praised for steering a “middle course” in language clearly 
involving deviations from pure and perfect competition (p. 87). Yet where 
to draw the line at “monopoly,” or what monopoly is, is never stated (Chap. 
8). And while “big” business is criticized for many pages, union restrictivism 
gets exactly one paragraph (p. 100). 

On the matter of profits and dividends, Halm seems especially evasive. He 
inserts quotations (pp. 51, 52) to show that the profits of “big” business 
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should go to the managers rather than the stockholders and may be unneces- 
sary as incentive, while his discussion of Marx is on a very superficial ex- 
change-relation basis (Chap. 12). In the treatment of “surplus value” the 
moral justification of profit as a possible supply price is entirely dodged. The 
problem is omitted also in Chapter 16 where for a long time the impression is 
given that only depreciation and interest are important. Also even regarding 
profit as an indicator, it does not appear until Chapter 17, page 228, that in a 
socialist state profits are “the necessary gauges in steering the allocation of 
resources.” 

Perhaps the weakest point to this reviewer was the treatment of socialist 
over-investment. It does not seem entirely in line with Professor Halm’s 
stated objectivity to have omitted (Chap. 9) all reference to the fact that 
according to many writers such “over” investments need not always be the 
result either of “mistakes” or lack of planning. He did not of course have 
to agree with the idea, but should not a scholarly and balanced work have 
mentioned its existence? Furthermore, the same conclusion is clearly implicit 
in Halm’s own analysis. 

Halm’s comparison, in this regard, of socialism and capitalism is scarcely 
fair. Like the writer’s Economics of Disturbance, his book points out that 
socialism can avoid deflation (p. 116) after what Halm calls a “mistaken” 
over-expansion. But, of course, no “mistake” is necessarily involved, and the 
impression given is that in avoiding unemployment we avoid all evil. That 
socialist “over” investment can lead, instead, to starvation, inflation, and 
death for millions is not stated, and only emerges by inference much later 
in the book, in the discussion of Soviet economics. 

One final point may be mentioned. I find the cumulative effect of some of 
Halm’s remarks rather disturbing. First of all, we must have more equality 
(pp. 67, 68). Next “in the preceding chapter we Aad (italics added) to 
arrive at the conclusion that the distribution of the national income cannot 
be significantly changed, if we want to maintain our private enterprise 
system” (p. 77). (Incidentally the text referred to seems rather to the con- 
trary—p. 63.) And finally, on page 75, and again in discussing English 
socialism (p. 381), it is suggested that Lange is right in saying that one 
cannot socialize piecemeal. Do not these statements tend uncomfortably in 
the direction of a theory of inevitable revolution? I should like to close, how- 
ever, by stressing once more that this is a thoughtful and stimulating book. 

Davip McCorp WricHT 

University of Virginia 


Social Economy and the Price System—An Essay in Welfare Economics. By 
Raymonp T. Bye. (New York: Macmillan. 1950. Pp. viii, 356. $3.50.) 


Professor Bye’s Social Economy and the Price System is a provoking book. 
The underlying theme is welfare economics in the Pigovian tradition; but 
often this is intermingled with moral criticisms of the American economy that 
are reminiscent of Veblen or with Utopian dreams of a collectivist United 
States worthy of Edward Bellamy. As a human being, one can agree or disa- 
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gree with each of Professor Bye’s numerous social, political, and economic 
dicta; but as an economist, one finds little to analyze. Here, within three 
hundred odd pages, is set forth much of the best and the worst that economists 
have contributed to the ideas of reformers. 

The work can hardly be intended for professional economists, for it does 
not contribute to value theory, income theory, or distribution theory. It would 
make an excellent text for undergraduates in the social sciences if read in 
conjunction with some book that would offset Professor Bye’s political 
naiveté. I would especiaily recommend Social Economy and the Price System, 
even at the risk of apoplexy, to all successful persons over fifty years of age 
who believe that our economy cannot be improved. 

Professor Bye commences by stating eighteen principles, pertaining to the 
selection of wants, the division of income, the balancing of present and future 
needs, and the quantity and efficiency of production, that he believes a social 
economy should follow. For example, the principle of optimum output is that 
each plant should be kept at the point of lowest average cost, except during 
short periods of abnormal demand (p. 238):' he suggests that, except where 
there are monopoly elements, a price system will tend to satisfy this require- 
ment under certain conditions. Professor Bye also distinguishes three norma- 
tive price systems. (1) A “natural” (or free) price system is one in which 
prices are allowed to find their own level in markets, substantially free from 
government interference, that reflect all the social factors that influence their 
supply and demand schedules. (2) A “protected” price system is one in which 
prices are uncontrolled “but consumers, investors, laborers, and enterprisers 
. .. must now conform to enlightened rules of fair dealing” (p. 40). Monopo- 
lies would either be suppressed or regulated, natural resources would no longer 
be exploited, and houses of ill fame would be prohibited. The government 
would regulate the economic environment surrounding markets rather than 
market prices themselves. (3) A “normalized” price system is defined as one in 
which prices are held close to their competitive norms by deliberate state 
control: such a price system can exist only in a centrally planned and directed 
economy. Today the United States economy includes all three kinds of price 
system. Although he does not say, one infers that Professor Bye inclines 
toward the authoritarian “normalized” price system rather than towards the 
truly liberal reforms of the “protected” price system. 

Like anyone else, Professor Bye notes many of the imperfections of our 
economy. He decries its extreme income inequality, its misrepresentation of 
goods, its occasional monopolies of commodities and of labor, its fluctuating 
credit, its failure to make the most of human talent, and its predatory char- 
acter. Here, too, is all the usual envy of the well-to-do.” 

What is to be done? In suggesting reforms for the future, Professor Bye 


*If Professor Bye had made his precept marginal costs equal to demand price, he would 
have had a valid principle for short- and long-run conditions under pure competition. 
This generalized rule of Hotelling is never mentioned. The special form of the rule, 
given by Bye, is comparatively clumsy; however, it does enable the author to avoid em- 
ploying marginal concepts, as perhaps he wished. 
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is willing to substitute more tinted and blurred spectacles than those he re- 
serves for glaring at the world as we know it. The fundamental remedy seems 
to be something called collectivism or general economic planning. Collectivism 
will do away with the wastes of competition, reduce cyclical unemployment to 
a very small minimum, improve the allocation of resources, eliminate the prob- 
lem of monopoly, prevent inflations and deflations, and eliminate all income 
inequalities not needed as incentives. Apparently everything wii: be much 
simpler and better when the age-old problems of who is to do what and get 
what have been handed over to the rather ordinary people that comprise most 
government agencies. 

The fundamental defect of Social Economy and the Price System is its lack 
of political “savvy.” Three decades ago it was understandable that reformers 
might believe that collectivist governments would regulate in the general 
interest and be a distillation of all that is honest, wise, and good in mankind. 
Today, with the experiences of the United States, the United Kingdom and 
Soviet Russia before us, we should know better. As for the United States, it 
is now clear that its government tends to be forced into contradictory policies 
on behalf of conflicting special interest groups. As regards rents, the federal 
government regulates for the tenants. As regards farm prices, the government 
regulates for the farmers. As regards consumer prices other than food prices, 
the government regulates for the housewife. As regards fiscal policy, the gov- 
ernment fears the taxpayer and inflates the ecynomy with bank credit. Special 
interests are served, and the general interest goes by default, when a demo- 
cratically elected government regulates the economic affairs of voters. On the 
other hand, voters being what they are, how can the government place the 
general interest above special interests unless it dispenses with elections and 
depends not upon voters but upon the police? It is useless, if not dangerous, 
to advocate economic reforms without giving equal thought to the bureaucracy 
capable of implementing them. 

One cannot conclude Professor Bye’s book without admiring and respecting 
its author. He is so patently a serious, sincere, and unselfish reformer. He is 
honest with his readers and mentions points that gainsay his thesis when they 
occur to him. He is not for or against workers, farmers, businessmen, blocs, 
or parties. He is opposed to poverty, special privilege, and greed. And he is 
very much in favor of Utopia. 

STEPHEN ENKE 

Pacific Palisades, California 


Intellectual Capitalism: A Study of Changing Ownership and Control in 
Modern Industrial Society. By JoHANNES ALASCO. With a preface by 
Raymond Holden. (New York, Montreal, London: World University 
Press. 1950. Pp. xviii, 140. $3.00.) 

The woods are full of books on how best to save capitalism. Is this a signal 
of distress? The debate shows widespread lack of agreement on the exact 
characteristics of capitalism as such, on the kind of distress it is in (if any), 
on its causes, and, of course, on the possible remedies. Some of the would-be 
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savers of capitalism are considered socialists by their fellow-savers. 

A host of recent books has discussed the question of monetary or social 
correctives that might help capitalism survive. But what exactly do we choose 
to call capitalism? Is free enterprise in a strict sense, a workable competition, 
or simply private enterprise its decisive trait? At what point does public 
intervention turn into collectivism? Are authors today caught in semantics to 
the degree of having to present needed economic reforms as a campaign to 
save capitalism? 

Johannes Alasco (which is the pseudonym of a Polish-born writer) puts the 
main emphasis on the structural changes in ownership and control that have 
occurred in America during recent decades. To this extent his approach con- 
tains some elements of Marx, Veblen, Berle and Means, Knauth, Burnham, 
and the Technocrats, but each of these elements enters the argument in a 
restated, diluted, or critical form. The main thesis is this: “The revolution of 
our time, brought about by the upsurge of applied science, is not one against, 
but within, capitalism. A new ruling class—that of industrial executives with a 
scientific outlook—is going to take over the economic power of industry 
from the present ruling class, composed of large stockholders and financiers. 
The term intellectual capitalism suggests this revolution very clearly” (p. 
xviii). 

To prove this thesis, the author starts out from the assumption that man 
is essentially individualistic and egotistic, and that capitalism mirrors this 
basic fact. He defines capitalism as the ownership by private individuals of 
the controlling assets of productive enterprises, combined with social and 
political leadership based on such ownership. “Capitalism cannot subsist if the 
legislator does not follow the ‘party line’ of business” (p. 9). Mr. Alasco ap- 
pears to advocate here a totalitarian capitalism based on voluntary acceptance 
by the people; the Marxists overlooked that “in a society with a balanced 
social structure everybody has his stake in the aims of the ruling class” (p. 
11). 

The concept of capital itself has, however, undergone a metamorphosis 
due to modern corporate organization. The immaterial, intellectual capital 
is now the source of the productive power and earning capacity of corpora- 
tions. The real economic conflict today is that of jobholders versus stock- 
holders. “Property has come to mean ownership of the income derived from 
the use of capital” (p. 20). “We are no longer a generation of savers and 
builders. We are income consumers” (p. 25). 

In addition, there is an increasing rift among the executive jobholders them- 
selves: the spirit of workmanship, represented by the production man 
(P-man), is pitted against the spirit of salesmanship, represented by the 
finance man (F-man); a distinction which appears especially sharp at the 
lower and upper ends of the corporate hierarchy. The F-man’s income 
originates definitely in business profits; the P-man, however, can prosper 
under either capitalism or collectivism. However, since human beings are 
selfish by nature, collectivism, too, is bound to be a business enterprise. 
Marxist socialism has been creeping into the social organisms of the Western 
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world by an infinite variety of means; often has it been carried forward by 
misguided P-men in search of a “planning for abundance.” 

The essential thing, however, is the shift in importance from material to 
intellectual capital. Private property is being redistributed in line with this 
shift as it has been repeatedly in the historical development. The P-man, 
who actually comes to control enterprise (whether it is privately or publicly 
owned at first makes little difference) will eventually consolidate his control 
by acquiring formal property rights, “The capitalist of our day is a person 
who owns a portion of the intellectual assets under the form of a number of 
common shares. These represent capitalized intellectual power” (p. 84). 

The controlling asset-—which was land under feudal capitalism, raw 
materials under commercial capitalism, machinery under industrial capitalism, 
money investment under finance capitalism—is now of an immaterial, intel- 
lectual nature. “The expropriation of the stockholders by the technical in- 
telligentsia is around the corner” (p. 91). Initial nationalization would make 
little difference in the long run, for private ownership will reappear in one 
form or another. Knowledge has become the real source of wealth. The new 
Captain of Science will eventually be both an owner and a manager of capital; 
he will be a production man with scientific intellectual training, and his eco- 
nomic system will rest on a nationally planned economy. It is essential, Mr. 
Alasco concludes, that the prevailing capitalist ideology in the United States 
recognize these changes; free enterprise in the old sense is passing, but 
capitalism is just assuming a new form. “Socialism and managerial enterprise 
are two episodes in this early stage of evolution of the new private enterprise” 
(p. 118). Unless American capitalism sees the signs of the times, the new 
professional intelligentsia will be attracted to collectivist systems which offer 
to it some very tempting opportunities. 

To this reviewer’s mind, this book is a most peculiar mixture of keen 
observations on corporate enterprise and highly dubious generalizations on 
human nature. It is far less foolproof in its forecasts than in its analysis of 
past developments; in neither case does it attempt any documentation worth 
mentioning. In subscribing to the statement of a widely read weekly that Mr. 
Truman’s scheme of things “adds up to socialism” (p. 51), and on various 
other occasions, the author shows a semantic confusion which makes it un- 
likely that his argument will be taken as seriously as it might otherwise. It is 
too bad that his many interesting observations and provocative suggestions are 
blurred by loose terminology and thinking, unhistorical generalizations, and 
psychological oversimplifications. 

ALBERT LAUTERBACH 

Sarah Lawrence College 


Cooperative Peace. By James Peter Warpasse. (Superior, Wisconsin: Co- 
operative Publishing Association. 1950. Pp. xiv, 273. $3.00.) 

In this book a pioneer of the cooperative movement examines the causes of 

war and possibilities for peace offered when society is organized on the 

cooperative principle through local associations, regional and national federa- 


- 
Fa 
Wh 
{ 
yu, 
tA 
x 
| 
4 
| 
¢ : 


704 THE AMERICAN ECONOMIC REVIEW 


tions, and world federation. The author states (Preface, p. vii) that the book 
is made necessary by the change now going on from profit capitalism to some 
other system. A struggle exists between two ideologies—free enterprise and 
centralized governmental control. Cooperation exemplifies free enterprise and 
private property. However, it differs from profit capitalism in that it sub- 
stitutes the service motive for the profit motive; democracy for autocratic 
control by owners and officials; absence of debt for the piling up of debt; un- 
limited membership and abundance for exclusion and artificial scarcity; and 
ethical and peaceful practices of mutual and personal benefit for the com- 
petitive, warful, and destructive practices of business for personal gain. 

Mr. Warbasse believes that economically the cooperative method of busi- 
ness can compete successfully with either profit capitalism or socialism. 
Presumably he would offer as proof the continued and rapid growth of 
cooperation in membership, societies, capital, business volume, and fields of 
service since the Society of Equitable Pioneers was founded in 1844. Total 
membership in cooperative societies of all kinds in 43 countries amounted 
by 1946 to 143,000,000 persons (p. 7). Monopolies try to hamper and destroy 
cooperative business. Thus the oil companies are trying to shut out organized 
consumers from the production of petroleum producis. Cooperation’s greatest 
danger, however, lies in the advance of socialism, that form of statism which 
is supplanting profit enterprise. Socialism can use coercive methods to pro- 
mote state ownership and to prevent competition of other systems. Thus the 
voluntary method of cooperation can only hope to win by proving its su- 
periority and by winning popular support. 

Mr. Warbasse is at his best in describing the cooperative way and co- 
operation in action. Ten chapters on these subjects contain a good statement 
of the cooperative philosophy and program. Failure to deal adequately with 
the question of how democratic and efficient cooperatives would be in manu- 
facturing, transportation, and other industries where large-scale production 
and enterprise are essential was disappointing to the reviewer. 

Discussion of war is confined mainly to its economic causes and conse- 
quences, The usual causes are cited. A chapter is devoted to “the constant 
war” (hostilities among individuals), called “war” when it extends across 
international borders. Conditions necessary for peace boil down largely to 
those which would obtain if cooperative society prevailed everywhere. Co- 
operation means democracy, which is essential to peace; opposes strong cen- 
tral governments, with their war-making powers of coercion, nationalistic 
propaganda, and armament building; avoids competition for domestic and 
export trade by the cooperative method; removes the potent profit motive for 
war; eliminates race hatred and racial barriers; and promotes international 
understanding. In short, the only way to peace is the cooperative way. Many 
will question this conclusion, and also acceptance (pp. 104-6, 133-34) of 
the Marxian theory of imperialism (capitalist nations keep wages down and 
prices up, so that workers as consumers cannot buy all they produce, neces- 
sitating export of the surplus). The analogy (pp. 81-84) between cells of the 
human body and individuals comprising society is not convincing, and the 
contention (Chap, XXXIII) that cooperation conforms to natural laws 
relies on a discarded and untenable doctrine. 
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The book is well organized and clearly written. It draws heavily from 
the author’s previous books' with little use being made of recent literature 
on the economics of war. Since it is apparently intended for popular con- 
sumption, the general lack of supporting references and the extreme brevity of 
some chapters may be justified. Though offering little that is new to the spe- 
cialist, Cooperative Peace should prove interesting, provocative, and timely 
to the general reader. 

Roy C. Cave 

San Francisco State College 


* Cooperation a Way to Peace (1939), The Cooperative Way (1946), and Cooperative 
Democracy (1947). 


De Overheidsfinancién in de Volkshuishouding. (Government Finance and the 
Economy) By D. B. J. ScHouten (Leiden: H. E. Stenfert Kroese’s 
Uitgeversmaatschappij N. V. 1950. Pp. xi, 158.) 


Dr. Schouten believes that neither the completely free nor the closely con- 
trolled economy is desirable. Between these extremes lies the “directed” 
economy. Here the government seeks only to secure the appropriate general 
economic conditions and leaves the rest to the “free play of economic forces.” 
Under this scheme, the government intervenes primarily, in a broad way, 
to help maintain a high level of income and employment. Schouten, therefore, 
examines the long-term influence of public finance upon the size, distribution 
and expenditure of the national income. 

This macro-economic study evolves principally around three models: the 
classical, as defined by Schouten; the Keynesian; and the author’s, a combina- 
tion of the preceding two. The effects of governmental fiscal policy upon na- 
tional income are shown by reference to these models. In two short appendixes, 
Schouten considers the relationship of government finance to the balance of 
payments and business fluctuations. In addition to these purely theoretical 
matters, there is an analysis of the changing réle of the government in the 
national economy as illustrated by the experience of the Netherlands. 

Professor Posthuma, the editor of the series including this volume, has 
neatly characterized the contribution made by this book. In the foreword 
he states that it contains a clear exposition of the classical and Keynesian 
approaches and provides the analytical techniques requisite to formulation 
of sound governmental economic policies. 

Wytze GorTER 


University of California, Los Angeles 


Business Fluctuations; Prices 
Inventories and Business Cycles. By Moses ApraMovitz. (New York: Na- 
tional Bureau of Economic Research. 1950. Pp. xi, 632. $6.00.) 
This is the most important empirical study of business cycles which has 
appeared since the publication in 1937 of Kuznets’ National Income and 
Capital Formation, 1919-1935. 
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It is, however, more than a factual study. It interweaves statistical findings 
with theoretical analysis. Thus, both in terms of theory and statistics, it is a 
highly significant contribution to cycle literature. 

The book is divided into three parts. Part I begins with a discussion of the 
role of inventories in business-cycle literature. Though far from being an ex- 
haustive treatment, it does set forth some half-dozen theories relating to 
the réle of inventories in the cyle. This is followed by the familiar standard 
description of the National Bureau measures of cyclical behavior. 

Part II presents a picture of the cyclical behavior of inventory stocks. 
Attention is concentrated on (a) goods in process (often in the general 
cycle literature referred to as “working capital”) (b) raw material stocks and 
(c) stocks of finished goods. The latter two might perhaps be set off apart as 
“inventories proper.” Part III relates to the cyclical behavior of inventory 
investment. These parts contain a careful appraisal of deficiencies in the sta- 
tistical data. 

Part III necessarily goes back over much of the ground already covered in 
Part II, since inventory investment represents net additions made to stocks. It 
would seem to me that it might have been a better arrangement had the author 
treated “stocks” and “investment” concurrently throughout the book. The two 
things are inherently inter-related, and something would have been gained, 
it seems to me, if both aspects of the problem had been treated simultaneously. 
“Inventory investment” necessarily leads “inventory stocks” on the average 
by a quarter cycle. 

Professor Abramovitz finds that manufacturers’ inventory stocks as a whole 
lag behind the business cycle. The lag is from six to twelve months. If the 
cycle (as defined by the National Bureau) is typically around 40 to 48 months 
long, a lag of the magnitude indicated above suggests that inventory stocks 
as a whole lag somewhat less than a quarter-cycle behind the business cycle. 
This would indicate that inventory investment as a whole leads the business 
cycle by a small margin. 

But it is perhaps not very useful to consider total stocks. The behavior is 
quite different with respect to different categories. “Goods in Process” are 
necessarily rather closely tied to output. This category comprises about 20 
per cent of all manufacturers’ inventory stocks. If “stocks” of goods in 
process coincided with the cycle, then inventory investment in goods in 
process must lead the business cycle by about one-quarter cycle. 

Raw materials contribute about 40 per cent of manufacturing inventories. 
These stocks are composed partly of materials readily obtainable from 
American producers; in this case the lag of stocks behind the business cycle 
is short, perhaps two to three months. Another part of “raw material” stocks 
is imported. Such stocks are necessarily very slowly adjusted to cycle changes; 
indeed, the lag may well be a half cycle in length, thus producing an inverted 
movement of stocks in relation to the general business cycle. A third part of 
raw materials are of agricultural origin. The fluctuation in these stocks is 
influenced mainly by supply conditions, and only remotely by business-cycle 
conditions. 


Ty 
‘ 
| 
| 
f 
: 
; q 
: 
= 
| 
ty : 
2 2 
| 
None 
3 | 


BOOK REVIEWS 707 
Taking an over-all view of all “raw materials,” including all three categories 
listed above, it appears that stocks lag about three months (perhaps longer) 
behind the cycle. All in all, then, inventory investment in raw materials would 
precede the business cycle by a considerable margin. But there is high 
diversity in the movement of the different categories, ranging all the way from 
a considerable lead to even a lag of investment behind the general business 
cycle. 

Finally there is the category of finished goods. These constitute about 40 
per cent of total manufacturers’ inventories. One group—goods made to order 
—are fairly closely tied to manufacturing activity. With respect to another 
group, namely, goods made to stock, the tendency is to lag a half cycle (i.e., 
inversely to the business cycle) if the particular business cycle in question is 
fairly short. If the cycle is prolonged, however, the lag is considerably less 
than a half cycle (i.e., the correlation is positive with a very long lag). 

The over-all lag of aggregate stocks (goods in process, raw materials, fin- 
ished goods) appears to be about six to twelve months, perhaps around eight 
months. Stocks of “goods-in-process” and “finished goods made to order” are 
synchronous with the cycle; total “raw material” stocks follow the cycle with a 
short lag; while “imported raw materials” and “finished staples made for the 
market” follow the cycle with a long lag. These conclusions are, however, 
all vcry tentative. 

To sum up, since inventory stocks follow the business cycle by slightly 
less than a quarter-cycle lag, inventory investment must necessarily precede 
the cycle by a short lead. A “short lead seems more likely than a short lag, 
but we cannot be sure” (p. 460). Total manufacturers’ inventory investment 
was found to reach its peaks and troughs in the same year as general business 
seven out of ten times between the two wars; retailers’ and wholesalers’ 
inventory investment, in eight out of ten times. 

Inventory investment thus tends to lag about a quarter cycle behind the 
rates of change in output. If the acceleration principle operated instantane- 
ously without lag, one would expect inventory investment to correlate with 
rates of change in output. But for this, as is well known, Professor Lloyd 
Metzler has a theoretical answer. 

The empirical findings (p. 496) show conclusively that inventory invest- 
ment played a much smaller réle “in the major upswing 1921-29 than in the 
minor fluctuations in that period” (p. 495). Moreover, the data support the 
thesis that inventory investment plays an important réle in the short or minor 
cycle. The evidence, however, is not adequate to give a conclusive answer to 
the question whether “the shorter declines of business are initiated by the 
appearance of saturation in the demand for additional inventories or by a 
failure of demand for other kinds of goods” (p. 497). 

The lag of stocks behind the business cycle revealed in the data fit quite 
well, as indicated above, with Metzler’s analysis of the lagged adjustment 
by businessmen in their effort to bring inventories into line with changes 
in sales. The conclusion reached by Abramovitz is that the Metzler adjust- 
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ment process appears to be plausible (p. 498), but longer series of inventory 
data than are now available are needed to prove it.* 

Cycle literature is full of shrewd guesses about inventory stocks and in- 
ventory investment, and often one finds apparently quite contradictory views 
expressed. We can now see from Abramovitz’s study that it often turns out 
that all could be right, depending upon which particular category of in- 
ventories was under consideration by the author in question. With respect to 
the over-all picture, it is interesting to see how nearly Wicksell had it right 
in his Lectures (Volume II on Money, pp. 213-14) first published in 1906. 
His intuition was right, but he had very little empirical evidence. Many a 
dark corner in business cycle literature would have been illuminated had 
Abramovitz’s volume been available to the early pioneers of modern business- 
cycle theory. Abramovitz’s work will for a long time to come occupy a place 
in the first rank of business-cycle studies. 


Atvin H. HANSEN 


Harvard University 


*In this connection see my discussion in Business Cycles and National Income (New York, 
1951), pp. 471-76, based on Metzler’s analysis, and the supporting empirical data drawn from 
Abramovitz’s Occasional Paper, No. 26 (New York, Nat. Bur. of Econ. Research, 1948). 


Inflation in the United States 1940-1948. By Lester V. CHANDLER. (New 
York: Harper & Brothers. 1951. Pp. xi, 402. $6.00; text ed., $4.50.) 


With the clarity which we have come to associate with his pen, Professor 
Chandler has written an admirable account of the monetary and financial 
developments of the war and postwar periods. In summary, his book is a 
quite thorough statement of what happened to prices, money, saving, credit, 
taxes, and to output and its components in the period under examination. To 
a somewhat lesser extent he addresses himself to the question of “why?” The 
period is, of course, a fascinating one, so that his story has interest, as well 
as pertinence to present policy problems. The text has 109 tables and 14 
charts, almost all of them based on data with which we are familiar, but quite 
frequently presented in very useful and novel form. The tables alone make the 
book invaluable either as a reference for those working in the field, or as a 
convenient summary for those whose major interests lie elsewhere. 

The author states in his preface that the book “is written in such a way 
as to be understandable by anyone with a general knowledge of economic 
processes.” This is literally true. The economist who knows the period at 
all will find no new analysis and few new facts. As a matter of fact, the process 
of writing down sometimes means that the analysis stops just where the prob- 
lems become really interesting. For example, the sections on incentives, be- 
ginning on page 119 and again on page 390, merely summarize the customary 
position that taxes should not be so high as to penalize incentive, but probably 
could have been higher without doing so. There is no discussion of the dis- 
tinction between, or the relative importance of, the price and income effects of 
taxes on incentives. 

Again, the discussion of the effects of wage increases on inflation in the 
postwar period (in Chapter 16) in effect simply says that wages both pushed 
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costs up and got pulled up by rising incomes and that it is difficult to tell 
which is more important. This is, of course, unassailable, but one misses the 
satisfying sort of careful analysis of this problem perhaps best typified by 
W. A. Morton’s article in this Review (March, 1950, pp. 13-39). 
The foregoing are noted not as criticisms but as indications of the level 
at which the book is written. I suppose it is true that incursion into a more 
sophisticated type of analysis would have a high cost in lost readers. And 
the virtue of this book is that it can be read and understood by Congressmen 
and administrators. It is quite obvious that many of these remain unaware of 
the terrible dangers of going through even a partial mobilization with a con- 
trol system which has as an important by-product the addition of more and 
more assets, most of them liquid, to the portfolios of our citizens and insti- 
tutions. 
~ It is a reviewer’s privilege to cavil, and I want to indulge twice. On page 50 
and again on page 222, the consumers price index is used to obtain “real” 
gross national product over time. The procedure is properly qualified in the 
text so my point is truly captious. But I can’t help myself: this just shouldn’t 


be done. My second indulgence concerns ‘Table 7 (page 38) which shows 
annual increases in personal disposable income, in personal consumption, 
and the ratio of the second to the first. A footnote identifies the ratio as the 
marginal propensity to consume. It turns out to be 3.5 in 1946, and well above 
one in 1945 and 1947 also. But this is surely not marginal propensity to con- 
sume in any usual sense. Consumption increased in the immediate postwar 
period because goods became available; almost certainly it would have in- 
creased even without an increase in income. It is, therefore, misleading to view 
it as a function of the increase in income, which is the concept expressed by 
marginal propensity to consume. 

A final point may be made. On page 71 and on page 130 there is a clear 
inference that if the budget during the war could have been balanced, the 
inflationary pressures would have disappeared. The fact, of course, is that 
when government expenditures are rising from a full-employment situation it 
is not enough to balance the budget; a surplus is necessary if inflationary 
pressures are to be eliminated through fiscal policy (assuming the community’s 
marginal propensity to consume to be less than one). This point is not at 
all crucial in Professor Chandler’s argument, but it seems generally not ap- 
preciated in the profession and it is a shame to miss an opportunity to empha- 
size it. 

But none of these points is serious, especially in view of the limitations 
the author has consciously and properly established for himself. He set out 
to prepare a clear and readable review of the monetary and financial aspects 
of the war and postwar period. He has succeeded admirably in producing a 
book which deserves to be read widely. It should prove most useful in helping 
us as a society to arrive at better decisions on how to combat the current 
inflationary threat. 


JoserH A. KersHAw 


The RAND Corporation 
Santa Monica, California 
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The Nineteen Fifties Come First. By Evw1n G. Nourse. (New York: Henry 
Holt. 1951. Pp. iii, 184.) 


In this little book of 184 pages, the former chairman of the Council 
of Economic Advisers presents what to many readers will seem an oft-told 
tale, and to others a provocative discussion of our basic socio-economic prob- 
lem. Yet others, when they have finished the book, will feel that the tale is 
still untold. 

Mr. Nourse sketches the development of farm, labor, and business pressure 
groups. In their quest for high income and the demand of each that the eco- 
nomic system shall give it security, they ask more than the economic system 
can give. The three groups between them bring inflationary pressures which, 
abetted by a national state of mind, by politicians who see federal deficits 
and inflation as a way of life, and by a military program which many are un- 
willing to tailor to economic reality, threaten to explode the economy, or to 
bring statism which may end our way of life. The abundant life may come in 
the year 2000, but the problem of the 1950’s is group pressures and inflation. 
“Was 1950 our lost week end?”, Mr. Nourse asks in the concluding chapter. 

Mr. Nourse’s remedy is simple to state, if not to achieve. We must all be 
mature. He accepts the pressure groups, but exhorts them to use their power 
for the proper protection of their members, not for greedy ends. 

I suppose it is inevitable that in endeavoring to present this message in a 
very small and popular book, the author falls into superficialities and eco- 
nomic half-truths. Thus, unless I misunderstand what seem clear statements, 
Mr. Nourse states that advisory guidance alone, leading to efficient farming 
practices, “lays the solid foundation for economic stabilization of the agri- 
cultural segment of our economy.” Full employment requires proper cost-price 
relationships, and, implicitly, if these were achieved, Say’s law of markets 
would operate and all would be well (pp. 105-106). If we prevent inflationary 
booms, we will have prevented depressions (p. 114). And, most amazing of 
all, in a primitive economy capital had to be accumulated before productivity 
could be increased by the introduction of better equipment, but in a credit 
economy, “new ventures need not be limited by the amount of capital goods 
already produced and saved” (pp. 110-11). 

But these statements must not distract attention from the philosophy which 
is presented. How can the economy operate effectively? By self-denial. “To be 
master of what we build, the individual must control himself as member of an 
interest group and as citizen. It requires a willingness to practice self-discipline 
within our organized economic groups and various levels of government which 
is not present today” (p. 25). “To subordinate one’s own demands and forego 
the use of power to enforce them is not a harder lesson than has been mastered 
in many areas as the arts of civilized life have been developed” (p. 107). 

It is not entirely certain that the situation which Mr. Nourse fears actually 
exists, though I suppose most economists believe that it does. The presence of 
inflation does not prove the existence of intolerable group pressures. It may 
merely prove that the public does not understand that tough fiscal and 
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monetary policies would be in its own interest. It is possible that existing 
group pressures are not so great as to break down price stability during high 
employment. The period 1948-1950 offers some hope that advancing tech- 
nology furnishes enough cushion to satisfy all three groups without infla- 
tion. To this basic question of fact, Mr. Nourse assumes an answer. He does 
not examine the data. 

Yet it would be folly to deny that the danger exists. But even it we accept 
Mr Nourse’s assumption, his exhortation provides no rule by which to guide 
action. For what is at stake is the division of a pie. Self-restraint by one group 
means acquiescence in a lesser degree of self-restraint than otherwise, or in 
other words in a greater degree of aggression, by another group. Self-restraint 
in the public interest may have an appeal; but concretely, if the problem is as 
Mr. Nourse pictures it, self-restraint means acceptance of reduced income by 
one group in order that a rival group may have increased income. 

Clearly, no group need accept responsibility for inflation, or for resort by 
society to statism to suppress inflation, if its demands have been right and 
just, and the inflationary pressure has arisen from the unjust demands or reac- 
tions of other groups. In this context, can anyone doubt that moral exhortation 
to be meaningful must be accompanied by a rationale for determining the ap- 
propriate degree of self-restraint by each group? The problem in asking self- 
restraint is to develop a yardstick by which the three groups can be brought 
to agreement concerning the proper division between them of the social prod- 
uct—or, at least, a yardstick which will imbue in each group enough uncer- 
tainty concerning the virtue of its position so that it is willing to assent to a 
stabilization compromise. 

But in the absence of an atomistic society, there is no economic yardstick 
by which the division which in some sense is “proper” can be determined. 
Even if the division which would obtain under conditions of atomism is 
accepted as a yardstick, it cannot be calculated if atomism does not exist. If 
there is a philosophic or moral yardstick, related in some way to egalitarian- 
ism, by which the product of a given period “should” be divided, it has not 
been stated unambiguously. And when stated it will probably conflict with 
economic considerations of incentive relating to maximization over time of 
social product and the material level of life. Some of the conflicting considera- 
tions may be incommensurable. 

If they are not—if a yardstick is conceptually possible—then a tre- 
mendous contribution to our society remains to be made, in the hard task 
of stating the yardstick. But to this hard task—and to any consideration of 
alternative solutions—Mr. Nourse has made no contribution. He has simply 
said, “We must all be self-restrained.” This is why to at least some readers, 
at the end of Mr. Nourse’s book the tale will seem still untold. However, his 
exposition of a danger and his exhortation may in themselves be useful. 

His account of the development of the three pressure groups is unemotional 
in tone—though he seems to this reviewer to regard labor and business as 
sinners, but farm groups as virtuous until put upon by politicians. Some emo- 
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tion appears when he refers to government policy. It would seem that he 
doubts the sincerity of some of the officials who disagreed with him during 
his government career. When he refers to these conflicts, there is understratum 
of bitterness, and a questioning of motives, which is absent elsewhere. 

He writes well, urbanely and smoothly. He is something of a phrasemaker; 
on almost every page he turns a phrase or coins a term, which even if a little 
forced, livens the narrative and carries the reader along. 

EverRETT E. HAGEN 

University of Illinois 


Money and Banking; Short-Term Credit; Consumer Finance 


The Management of Bank Funds. By Rovanp I. Rosinson. (New York: 
McGraw-Hill. 1951. Pp. vi, 425. $5.50.) 


A long time ago it was a trite saying that there are three classes of banks, 
those the banker runs, those borrowers run, and those the banking department 
takes over. It was also then commonly observed that the second class of 
banks soon becomes the third class, just as slow and doubtful loans tend 
finally to emerge in the charge-off classification. All this was just a way of 
saying that not enough bankers have thought out their problems systemati- 
cally and each in its proper perspective to others. For such bankers this 
scholarly work by a distinguished student of finance should be helpful in 
reducing the area of blind guessing. This comment stands despite the fact 
that the author himself would be the first to admit that bank administration 
is perhaps more of an art than a science because “science has not yet furnished 
inviolable rules.” 

The author begins with an analysis of the problem of “protective liquidity.” 
Herein is introduced most of the material usually comprehended under the 
distinction between primary, secondary, and perhaps tertiary, reserves. Next, 
attention is given to loan policy with adequate emphasis upon modern de- 
velopments in this field. Investment problems thence engage the author’s 
interest, while the concluding section is devoted to the “Sources and Uses of 
Bank Profits.” 

The unfolding of the argument is done so skillfully that the reviewer can 
do little except praise. The author’s grasp of economic problems is so firm 
that involved language is avoided, so much so that the reader may easily 
be tempted to disparage the depth of the analysis. To those of this mind it 
may be well to recall that there are two kinds of clarity, that of the super- 
ficial and that of understanding, and that this book reveals the latter type of 
clarity. The author is not the kind of economist who would darken counsel 
“till the student is lost in a bewildering maze of useless metaphysical abstrac- 
tions,””* 

What attention should economists, as distinguished from bank administra- 
tors, give to a work of this type? To this, the author can only reply that what- 


“Compare Thomas Wilson’s references to Durbin, Fluctuations in Income and Employ- 
ment, 3rd ed. (New York, 1948), p. 76. 
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ever degree of attention they give will probably not be enough. As the re- 
viewer has written elsewhere:* 


Economists have been engrossed in the broader issues of banking, in prob- 
lems of the banking system as a whole and. . . they have been trained to employ 
in their analyses over-all statistics, such as total loans and investments, ag- 
gregate deposits, index numbers of prices and of physical trade, and deposit 
velocities. Relatively few of them have had opportunity to engage in detailed 
analysis of the special problems of bank management. They have tended, more- 
over, to regard such work as falling in the narrow field of business administra- 
tion. In the inner circles of economists little kudos is to be gained from expert 
understanding of the principles of successful management of the individual 
bank. 


It would seem, therefore, that the best service the reviewer can render is 
to argue the importance to the economist of an understanding of the principles 
of bank administration. It is pointed out: 

1. The administrative costs of commercial banking must be taken heavily 
into account in any comprehensive and satisfactory theory of the determina- 
tion of interest rates. 

2. As Mr. B. M. Anderson has contended, individual firm equilibria may 
be a more significant aspect of economic stability than aggregative equilibria 
and skillful credit granting must be relied upon to promote such stability. 

3. Broad quantitative analysis in the monetary field, no matter how useful 
it otherwise might be, is often handicapped by serious difficulties of definition. 
The reader will recall, for example, how much controversy has developed out 
of the problem of determining for statistical purposes the ingredients of “the 
money supply.” Since this is so, it is often necessary for economists to look 
for “qualitative” instead of “quantitative” phenomena in estimating the 
soundness of the credit situation. Certainly, this was true of the period pre- 
ceding the stock market collapse of 1929. 

4. Over-all aggregative type of analysis gives end results rather than an 
understanding of the processes that produced these results. From an over-all 
point of view it appears that the order of sequence runs from bank assets to 
bank deposits. To an individual banker, however, the relationship is quite 
the reverse. To show end results economists quite frequently adopt the device 
of assuming a single bank to represent the entire banking system. But in 
adopting such procedure economists should always remember that no head 
of a bank that comprises all would behave in the manner required of our 
independent unit bankers. 

5. Prediction as to how bankers will respond to such developments as in- 
creased or decreased reserves is impeded unless it is possible to form some 
reasonable estimate as to how credit granters will behave. Bankers are 
living beings, with special biases and mores, and not just robots. 

Haroip L. REED 

Cornell University 


* Money, Currency and Banking (New York, 1942), p. 205. 


fie 
¥ 
- 
\ 
HAS 


714 THE AMERICAN ECONOMIC REVIEW 


Principles and Practices of Money and Banking. By CHartes R. WHITTLE- 
sey. (New York: Macmillan. 1948. Pp. xxiv, 688. $4.75.) 


A dozen or more “beginning” textbooks in money and banking, written 
since 1946, are available to the instructor today. A range in dates of pub- 
lication of five years is of no great significance if full use is made of the 
Federal Reserve Bulletin and other up-to-date materials distributed at small 
cost by the Board of Governors. Thus, the Whittlesey book can be con- 
sidered as competing with the whole gamut of texts that range from those 
that are almost exclusively descriptive on the one hand to those that stress 
monetary principles to the exclusion of institutional details on the other. 
This book is fairly well in the center of the range. 

Professor Whittlesey has had considerable experience as economist for 
insurance companies and banks. The principal justification for his textbook 
is that it is intended to “bridge the gap between the work of the college 
classroom and that of financial institutions” (p. vii). It is impossible to 
judge how successful the book is in attaining this objective, since the nature 
of the gap is not specified. Two observations, however, are pertinent: First, 
the book does not insult the intelligence of the reader by attempting to 
offer a training course in how to become a bank clerk; indeed, the book is 
at a fairly high and challenging level of ideas, rather than at a level of facts 
and assertions. In the second place, in some respects the book seems to have 
been written for the present as well as the potential financial executive. In 
particular, the interpretation of the sometimes controversial income and 
expenditure approach is skillfully designed to soften its impact on the 
potentially unsympathetic ear. 

The strongest characteristic of the book is its treatment of the functional 
operations of commercial and central banking. Pre-Federal Reserve history 
and purely descriptive material are at a minimum; treatment of current 
problems of interest rates, portfolio management, and government fiscal policy 
as it impinges on banks and other financial institutions is unusually good. 
The careful student of this book will be able to read the financial press with 
considerable intelligence. The chapters on “The Structure of the Financial 
_ System,” “Economic Change and the Banking System” and “Proposals for 
Banking Reform” are particularly interesting and unique. 

Criticisms of a textbook are likely to reflect the personal idiosyncrasies of 
the reviewer as much as they are to show up flaws in the text. To this 
reviewer, the weakness of the book lies in its treatment of monetary theory 
and analysis, and their relationship to monetary and fiscal policy. There 
are two chapters devoted specifically to monetary theory: Chapter 5, 
“Theories of the Value of Money,” which gives a good introduction to 
quantity versus income theories; and Chapter 23, “The Income Expenditure 
Approach to Monetary Theory and Fiscal Policy,” which is included in a 
section entitled “Proposals for Monetary Reform.” This organization reflects 
the basic emphasis of the book on the stock or quantity of money and its 
effect upon the level of prices, rather than on payments flows and their 
effects on employment as well as prices. To be sure, there are chapters on 
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both payments (Chap. 23) and employment (Chap. 24), but this analysis 
is pretty well confined to these chapters, and does not flavor the whole book 
as do the ideas in the chapter on the quantity theory of money. The position 
of the two monetary theory chapters is hardly conducive to an understanding 
of the relations between various approaches to money; in only one sentence’ 
is the cash balance approach mentioned as such. Generally speaking, the 
possible and desirable objectives of monetary and fiscal policy are not 
formally discussed, and the process by which monetary and fiscal changes 
may be expected to exercise their effects is inadequately presented. 

Some of the author’s definitions are confusing. Money is defined as any- 
thing that performs the monetary ‘functions, and embraces both circulating 
and reserve money as well as the unit of account and the medium of exchange. 
The same money cannot perform all of these implied functions at the same 
time, for the functions themselves are not parallel in the same plane. Else- 
where, speaking of member banks, the author states: “Working reserves, 
regardless of their size, are never counted as excess reserves. The term applies 
exclusively to legal reserves, i.e., to deposits at the Federal Reserve” (p. 124). 
This categorical statement forces him to refer to redundant funds other than 
Federal Reserve balances as “idle resources awaiting more permanent disposi- 
tion” (p. 128) or as “ ‘economic’ as contrasted with legal” excess reserves 
(p. 132). 

In spite of these criticisms, which some readers will consider as inconse- 
quential or as not pertinent in referring to a beginning book, the student 
will find this text to be clear, well written, well organized and interesting. 

SAMUEL E, BraADEN 

Indiana University 


Monetary and Foreign Exchange Policy in Italy. By Friepricu A. and VERA 
C. Lutz. Princeton Studies in International Finance, No. 1. (Princeton: 
Princeton University Press. 1950. Pp. 45. $1.00.) 


In this pamphlet, Professor and Mrs. Lutz review and analyze the internal 
monetary developments, the balance of payments and the foreign exchange 
policy of Italy during 1946-49. 

In no other country in the postwar period has internal monetary policy 
been so bitterly fought over as it was in Italy during these years. This 
dispute extended to the international field, with the U.N. Economic Com- 
mission for Europe and the Bank for International Settlements lining up 
on opposite sides. A similar lack of agreement manifested itself within the 
U.S. government and within ECA itself. (Even in the summer of 1950, the 
unauthorized remarks on this subject of an ECA official at a cocktail party in 
Rome led to a major diplomatic and governmental crisis in Italy.) There 
was even disagreement on the facts: one side arguing that Italy was in a 
severe depression, and the other that Italy was making a good recovery from 
the war. 

This Lutz study is particularly valuable, therefore, as the analysis by 
independent students of the actual facts of the Italian situation (they found 
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that Italian progress in economic revival compares favorably with that of 
other European countries) and as to the policy pursued. As to the latter, 
the Lutz’ study makes quite clear that far from having a deflationary policy, 
there was rapid monetary expansion in 1948 and somewhat slower expansion 
in 1949. The only valid criticism in the attacks which were made on Italian 
financial policy is that a slightly more liberal credit policy might possibly 
have been safely followed in 1949 (and more effective administrative action 
could have been taken to carry out the investment program financed by ECA 
counterpart funds). The bulk of the criticisms lacked appreciation of the 
realities of the situation. It was utterly unrealistic to expect Italy, whose 
people have seen 98 per cent of the value of the currency melt away and 
where direct controls are literally unenforceable, to be able to pursue “a 
tight-rope policy of full or over-full employment on the edge of inflation.” 

Also valuable is the section on Italy’s foreign exchange policy. The 
Italian floating foreign exchange rate system has been one of most interesting 
and most successful of the postwar experiments. It was undoubtedly the 
inspiration for the similar French system. This discussion, too, should be 
of considerable interest to all students of international finance. 

ANDREW M. KAMARCK 
Washington, D.C. 


Money in the Law, National and International. By ArtHUR NUSSBAUM. 
(Brooklyn: The Foundation Press, Inc, 1950. Pp. xxxii, 618. $8.00.) 


This book is considerably more than a revision of the author’s 1939 publi- 
cation entitled Money in the Law. Besides being an extensive rewriting and 
rearrangement of the material in the earlier work, the present volume places 
much greater stress on the international aspects of money. The sections dealing 
with warfare and military occupation and with the International Monetary 
Fund are entirely new. Scattered references to the monetary history of the 
United States in the older volume have been consolidated with the principal 
section on that subject and now receive separate treatment as an Annex to 
| 1 the two main divisions dealing with the law of money in general and money 
ee, A : in international law. The entire publication has been brought up to date in 
‘\q i its legal aspects through the inclusion of recent legislation and court decisions 
on the subjects discussed. 

Professor Nussbaum’s principal objective has been the development of a 
general legal theory of money. By this he does not mean a theory of money 
in the economic sense. Instead, he wishes to present general principles which 
have been used, and may be used, by the legal profession in its approach to 
money and monetary matters. Although the discussion therefore proceeds from 
a legal point of view, the author feels that not only lawyers but also economists 
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ds My can benefit from the juristic treatment of money. 
nes Professor Nussbaum must be classified as a nominalist in his conception of 
eae money (pp. vi, 26, 107-13, 142). His nominalist position is established through 
Wein his explicit rejection of metallism (pp. 1-4, 22) and the State theory of money 
Es (pp. 5-10), and through his definition of the monetary unit as a “phenomenon 
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of social psychology” (p. 14). The term money he reserves for “the concrete 
object . . . which, irrespective of its composition, is by common usage given 
and received as a fraction, integer or multiple of” the monetary unit (p. 13). 
He states that “in the phenomenon of money the attitude of society, as distin- 
guished from state, is paramount” (p. 8). Despite his emphasis on social usage 
and his rejection of the theory that money is necessarily the creation of the 
state, he refers to bank deposits as “substitutes for money” (p. 142) and con- 
fines money to coins and paper money (p. 16). 

A reviewer’ of Professor Nussbaum’s 1939 volume has called attention to 
the inconsistency between the author’s definition of money in terms of social 
usage and his exclusion of bank deposits from the category money. As that 
reviewer points out, “records of bankers and their customers should pass 
muster by any standard which admits greenbacks.” In the present volume, 
Professor Nussbaum takes note of this criticism but does not modify his 
stand, Instead, he points to many differences in the law between bank notes 
and bank deposits, these differences stemming from the “fundamental distinc- 
tion of tangibles and intangibles in law.” 

The present reviewer is not qualified to argue with Professor Nussbaum on 
a point of law. He can only suggest that, whatever the distinctions made by 
law between bank notes and bank deposits, there is something seriously wrong 
with any legal concept which would lead a court to exclude a country’s prin- 
cipal medium of exchange from the category money. Certainly, bank deposits 
—or better, the checks themselves—are the principal medium of exchange in 
Anglo-Saxon countries. Certain statements by Professor Nussbaum, e.g., the 
use of the term “money substitutes” and the emphasis which he places on the 
change from “corporeal” to “non-corporeal” when money is deposited in a 
bank, suggest that he thinks of deposits as arising largely through the place- 
ment of coin and paper money in a bank, and that he fails to appreciate the 
significance of deposit-creation through the bank’s acquisition of earning 
assets. Such a failure leads, of course, to the notion that bank deposits 
“represent” true money, i.e., coin and paper money, but are not money in 
their own right. 

Although some portions of this book are of little interest to the economist, 
e.g., the discussion of debt, which is treated strictly from the legal point of 
view, other sections are very worth while both for the historical material pre- 
sented and for the high standard of economic analysis. The reviewer particu- 
larly recommends the discussion on the International Monetary Fund. Per- 
haps because of his greater attention to the detailed provisions of law, Pro- 
fessor Nussbaum is much more conscious of the limitations of the Monetary 
Fund than have been many economists whose enthusiasm for the noble goals 
expressed in the Fund’s charter have led them to neglect the limitations im- 
posed by the practical operation of the Fund. 

The sections of this book which will be most interesting to economists are: 
Chapter I, Book I, where the author’s concept of money is presented; Chapter 
III, Book II, where exchange control, money and war, and the International 
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Monetary Fund are discussed; and the Annex, which provides a remarkably 
concise, yet accurate and inclusive, monetary history of the United States. 
In addition, students of economic doctrine will find throughout the book 
references to many interesting laws, customs, and theories on the subject of 
money. 

Gorpon W. McKINLEY 


Ohio State University 


Public Finance 


Effects of Taxation: Corporate Mergers. By J. Ke1trH Butters, JOHN LINT- 
NER, WiLiIAM L. Cary, assisted by Powett NILAND. (Boston: Harvard 
Business School. 1951. Pp. xviii, 364. $4.25.) 


This study is the second in a series of investigations being conducted 
at the Harvard Graduate School of Business Administration on the effects 
of taxation on business. While the report is principally concerned with the 
influence of tax policy on recent mergers in industry, the authors have 
sought to compare in broader terms the nature of the three principal merger 
movements which we have experienced in this country. Their point of de- 
parture is the 1948 study of the Federal Trade Commission which attributed 
to the recent merger movement consequences comparable to those of the 
earlier combinations, and the criticisms of that study particularly in respect to 
the new réle which rising tax rates have played in promoting mergers. The 
basic materials for the report were collected through a series of some 100 
case studies of mergers, during the period of 1940-1947, in which tax con- 
siderations played some part. 

The view is widely held that the necessity for meeting estate taxes has 
often forced the liquidation of s:nall business enterprises and their merger 
with larger firms. Some have attributed to this fact an important part of 
the difficulties which small businesses have encountered in maintaining a 
supply of venture capital sufficient to survive competitively. An exchange of 
the stock of a small firm for the more marketable securities of a larger firm 
offers a particularly attractive means for meeting the contingencies of death 
or retirement, because of the tax savings involved. Whereas the attempt to 
provide for estate taxes through declaring dividends or redeeming stocks 
subjects these payments to personal income taxes, exchange of stock can 
often be arranged free of taxes; at most, accumulated profits are taxed 
at the capital-gains rates which are much lower than the income-tax rates. 

The authors found, in the cases which they examined, that tax con- 
siderations of this sort have in fact been present in a number of recent 
mergers. They discovered, however, that the implications of tax motives are 
much broader than this and that the mergers which they examined were 
in most instances influenced by non-tax considerations as well. Some closely 
held firms were induced to merge with larger concerns partly in order to 
avoid the application of taxes on undistributed profits, and in order to enable 
the owners to diversify their investments without incurring the burden of 
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personal income taxes on dividends. These latter factors have been particu- 
larly important in the cases o. firms which expanded greatly during the 
war, and lacked the capital to convert to peacetime uses and to maintain their 
competitive position in the face of the need for continuing technical research 
and the development of new markets. On the other hand, the authors found, 
the lack of competent management replacement was in the case of some well- 
established small firms a principal factor leading to their merger with larger 
concerns. And in some cases in which there was no immediate need to replace 
management, merger with a larger firm possessing specialized personnel was 
sought partly in order to lighten the burden of staff work necessary to comply 
with government regulations. 

In almost all of the cases examined, the authors found that the combination 
of factors leading to merger was such as to make it difficult to isolate the 
importance of the tax considerations. According to their own appraisal, how- 
ever, they concluded that taxes were of major importance in about % of 
the mergers involving corporations with assets between 15 and 50 million 
dollars; in 4% to ¥% of those in the 5 to 15 million dollar class; in about 4% 
of the 1 to 5 million dollar enterprises; and rarely in the case of smaller 
firms. Their general conclusion is that the influence of tax considerations 
upon the merger movement of the ’40s was not as great as commonly thought, 
and does not justify a major overhauling of the tax system. 

Their comparison of the recent merger movement with the earlier combina- 
tions has led the authors to the view that: “the recent merger movement 
has produced very small increases, at most, in over-all levels of corporate 
concentration as measured by the distribution of total assets” (p. 272). They 
also contrast the mergers of the ’40s with the earlier mergers in terms of 
the size of firms and the importance of the industries involved. In this 
broader survey, the authors found that there were approximately 6500 manu- 
facturing and mining firms which merged with larger concerns during the 
’40s, representing total assets of about 5 billion dollars and covering about 
5 per cent of the total assets of the firms in those industries which reported 
income taxes, These mergers increased the share already held by firms with 
assets over $50 million by less than 49 of their previous share, as con- 
trasted with the several hundred per cent increases resulting from the 
mergers of the period 1879-1903. While the firms affected by the recent 
merger movement were mostly small, with assets averaging 1.7 million 
dollars, the merger movement of the earlier period was characterized princi- 
pally by the combination of the larger firms in the affected industries, and 
this was to some extent true also of the mergers of the ’20s. Moreover, while 
the mergers both of the ’90s and the ’20s affected the leading manufacturing 
industries of the period, few primary fields were involved in the mergers of 
the 40s. One further contrast drawn with the earlier mergers was the reduced 
role played by promoters and investment bankers and the lack of outside 
equity financing. 

The authors are careful to limit the conclusions which they draw from 
their factual studies. They indicate that they have not assessed the effects 
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of these mergers on competition, and have not carefully examined all of 
the considerations which may have produced mergers during this period. In 
respect to the field studies which they conducted, they point to the marked 
predominance of mergers at the initiative of the selling firm; but, while they 
show that this fact may be taken to imply a lack of desire on the part of the 
purchasing firms to eliminate competition, they disclaim any such explicit 
conclusion in their appraisal of the recent merger movement. They are 
reluctant also to draw any clear conclusions from their comparisons of the 
recent and earlier merger movements. 

This study represents a collection of case materials which will prove use- 
ful and suggestive to students of our antitrust policy. Within the limits which 
the authors have set for themselves, it throws an informative light upon 
the more important considerations which affect the survival of small-scale 
enterprise in the present competitive environment. 


Victor ABRAMSON 
Washington, D.C. 


Gosudarstvennye Dokhody SSSR (Revenues of the USSR from State 
Sources). By A. K. Sucukov. (Moscow: Gosfinizdat. 1949. Pp. 192.) 


This small volume in Russian is intended to serve as a textbook in Soviet 
schools for financial technicians. Its chief interest to the reader in the West 
lies in the fact that it affords a convenient and fairly rewarding glimpse of the 
Soviet cost-profit-tax-price structure as it emerged on January 1, 1949, after 
undergoing a most thorough and long-postponed overhaul. A literal transla- 
tion of the Russian title—“State Revenues of the USSR”—would not be 
indicative of the contents, and the translation offered above is a weak com- 
promise. The book actually attempts to cover those portions of the revenue 
of the Soviet treasury which are (proximately) paid in by the state-owned 
; and co-operative enterprises. The chief of these is the well-known turnover 
tax, accounting for almost 60 per cent of all revenue in the consolidated* 
Soviet budget; also discussed are deductions from profits of state-owned enter- 
prises, taxes on net income of co-operative enterprises (other than collective 
farms), receipts of machine-tractor-stations (which are on a gross basis in 
the budget), and various minor items of revenue. The chief taxes not discussed 
are those levied on incomes of individuals and on collective farms. A text? 
edited by the same author in 1945 covered the whole field of Soviet taxation. 
; The general economist might be interested to find in this book ample evi- 
dence of the high degree of administrative skill and precision developed by 
_ Soviet cost-profit-tax-price planners, and to reflect on the equally high degree 
' of economic nonsense that much of this planning makes. Minutest aspects of 
the cost-price structure are covered by tax (and other) regulations, exceptions 
to regulations, and exceptions to these. But much of this effort seems to be 
directed toward preventing money prices from reflecting differentials in real 


* L.e., consolidated for all levels of government. 


*A. K. Suchkov, ed., Dokhody Gosudarstvennogo Biudzheta SSSR (Revenues of the 
State Budget of the USSR), (Moscow, Gosfinizdat, 1945). 
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cost. For instance, most commodities have uniform wholesale prices f.o.b. 
factory, either over all of the Soviet Union, or over broad zones, and regard- 
less of the cost conditions of particular plants. Low-cost producers are some- 
times subject to special taxes (e.g., in the bread-baking industry, p. 82), but 
in any case, the state recaptures their profits. High-cost production is appar- 
ently occasionally still subsidized (e.g., p. 88), although a much publicized 
purpose of the 1949 price overhaul was to eliminate subsidy payments. 
Average cost, and sometimes average cost for the industry as a whole, appears 
to be the chief determinant of the price to the factory. 

Retail prices, incorporating high turnover taxes, are also uniform nationally 
or by zones. Thus, outright budgetary subsidies or partial exemptions from 
taxes are frequently granted to compensate for differences in costs of distribu- 
tion, especially in the case of unfavorable locations (pp. 66-67). The Far 
North seems to continue to benefit particularly in this way. 

The marginal calculus does not seem to have received any more recognition 
in the 1949 price reform than in the previous history of Soviet price admin- 
istration. The opinion was recently ventured, apropos the 1949 price reform, 
that “the planning authorities in the Soviet Union have decided to make a 
fuller use of the price mechanism as an integral feature of their economic 
planning. Clearly, they have decided that while planning in terms of quanti- 
tative targets is essential, a functional use of the price mechanism is a neces- 
sary precondition to a sound and smoothly working economy.’” If this is taken 
to mean only that by largely eliminating the dependence on huge subsidies 
(which were paid out to enterprises prior to 1949 because of sharply risen 
costs and outdated fixed prices), the new price structure gives managers an 
increased incentive for economizing in the use of resources within the rigid 
framework of their individual plans—then Kaser is quite right in maintaining 
that the new price structure represents an improvement. But if the above 
quotation is to be interpreted—as is suggested by the context of Kaser’s 
article—to mean that Soviet planners have now made a concession to a “func- 
tional [resource allocating?] use of the price mechanism” (in the Lange- 
Lerner sense?), as against “planning in terms of quantitative targets,” then 
neither Suchkov’s book, nor any other Soviet source known to the reviewer, 
gives support to such a conclusion. Price administration is still far ahead of 
the economics of a price system. 

Furthermore, the economist with special interest in the Soviet Union will 
also find in the book citations of some recent turnover tax rates which are 
still fantastically high by western notions (although they may have to be 
adjusted downward for the later reductions in consumers’ goods prices) and 
he might draw inferences from these rates and from known retail prices with 
regard to cost conditions; indications of changes in methods of price calcula- 
tion and of levying of turnover taxes associated with the 1949 price reform; 
and mention of new standard profit margins. 

A final point: on the problem of whether prices paid by the armed forces 


*M. C. Kaser, “Soviet Planning and the Price Mechanism,” Econ. Jour., Vol. LX, No 
237 (March, 1950), p. 91. 
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do or do not include turnover taxes, recently raised in this Review,* the book 
explicitly states (pp. 81 and 92) that they do pay—now, at least—such taxes 
on grain and on products of the food industry, except on fruit and vegetables. 
No explicit statement is made with regard to industrial consumers’ goods 
(textiles and their products, shoes) and petroleum products—the two other 
major commodity groups procured by the armed forces which are at present 
subject to turnover taxes—so that no conclusion can as yet be drawn with 


regard to these goods. 
Russian Research Center, Harvard University 


*N. Jasny, “The Soviet Price System,” Am. Econ. Rev., Vol. XL, No. 5, Pt. 1. (Decem- 
ber, 1950), p. 860. 


Grecory GROSSMAN 


International Economics 


The United States and the Restoration of World Trade. By W1LL1AM ADAMS 
Brown, Jr. (Washington: Brookings Institution. 1950. Pp. xii, 572. 
$5.00.) 


Since the end of the United Nations Conference on Trade and Employ- 
ment at Havana in March, 1948 a substantial literature has been produced 
on the Charter for an International Trade Organization (ITO) and its alter 
ego, the General Agreement on Tariffs and Trade (GATT). Mr. Brown’s 
study lacks the detailed examination of specific aspects contained in some of 
this literature, but it is the most comprehensive description, analysis and 
appraisal of these two international agreements that can be found in a single 
volume. It reflects the author’s intimate knowledge of the negotiations as an 
unofficial observer and his first-hand study of the voluminous official records. 
As the title indicates, the ITO and GATT are considered in the broader con- 
text of the question of restoring world trade; the study thus provides a 
thumbnail sketch of commercial policy during the interwar period as well 
as a consideration of such matters as the relationship of the agreements to the 
postwar intra-European trade and payments system. 

The last 170 pages are devoted to a rearrangement and slight rephrasing 
of the provisions of the ITO Charter itself for the benefit of those with a 
“technical and professional” interest in .it, including, presumably, those 
who may be responsible for its administration. The length and complexity of 
this rearrangement affords an insight into the tortuous negotiations which 
gave birth to the Charter and also into the mentality of governmental repre- 
sentatives who—apart from honest differences of opinion in matters of theory 
and policy—must negotiate such an agreement with full consideration for 
the impact of general principles on specific national institutions and policies. 

After a circumspect review of pros and cons, Mr. Brown argues that none 
of the alternatives available would better serve the basic objective of United 
States commercial policy, which he conceives to the the re-establishment of a 
multilateral nondiscriminatory world trading system, than the entry into 
force of both the Charter (ITO) and the Agreement (GATT). For the 
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benefit of those who may be understandably unclear over the distinction 
between the two agreements, it should be stated that the content of the 
GATT is confined to the commercial policy provisions of the Charter— 
relating to such matters as the permissible use of quantitative import re- 
strictions to safeguard the balance of payments, exceptions to the rule of 
nondiscrimination, customs procedure, and the coordination of exchange con- 
trol policy under the Fund Agreement with commercial policy—and thus 
excludes the provisions of the Charter dealing with such matters as full 
employment, economic development, international investment, cartels, and 
intergovernmental commodity agreements. An integral part of the Agreement 
are the schedules of tarifi concessions negotiated simultaneously among the 
signatories in accordance with the most-favoured-nation principle. As Brown 
points out, it is the official United States position that the GATT contains 
only those parts of the ITO Charter designed to protect the value of the 
tariff concessions included in the Agreement. In effect, the Agreement may 
be regarded as an instrument through which members of the ITO, if it were 
in existence, would discharge many of their obligations under the Charter, 
particularly those relating to entering into negotiations for the reduction of 
tariffs. 

When Brown’s study was being written, the United States government 
had not yet taken its decision to withdraw the ITO Charter from considera- 
tion in the face of an apathetic if not predominantly hostile attitude on the 
part of Congress. Envisaging this possibility, he expresses a preference for ad- 
herence to GATT as second best. 

With the passage of time, the issue of ratifying the Charter as distinct 
from adhering to GATT appears to have become largely academic. So far as 
the Charter’s full-employment provisions are concerned, it is doubtful 
whether the pledges contained in the Charter would have more force than 
the recent resolution of the Economic and Social Council of the United 
Nations urging governments to adopt specific measures to achieve and 
maintain full employment and to go on record as accepting a quantitative 
target of tolerable unemployment. Certain provisions relating to economic 
development, fought over doggedly and supported on the theory of maintain- 
ing a balance in the Charter, have been superseded by the activities of the 
Technical Assistance Administration of the United Nations, the International 
Bank, and other agencies. With the launching by the United States govern- 
ment of a campaign—thus far with limited results—to negotiate bilateral 
treaties for the protection of private foreign investments, a similar fate has 
befallen the Charter’s provisions relating to the treatment of international 
investment, the vaguene:s of which provided a favorite target for the United 
States business community. Of the topics covered in the Charter but not 
in the Agreement, only intergovernmental commodity agreements and 
cartels have not been largely taken care of by other international arrange- 
ments, at least in the general terms characteristic of the Charter. At any 
rate, during the current period of shortages the commodity provisions must 
have a remote, if not hollow, sound. Finally, as any knowing bureaucrat 
might anticipate, the international agencies already in the field have found 
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reason to undertake most of the economic research and fact-gathering func- 
tions that might have come within the purview of the ITO. 

Nevertheless, the commercial policy provisions of the Charter and the 
Agreement are, after all, the most important, and it is on these—and the 
related provisions of the International Monetary Fund Agreement—that the 
postwar structure of international commercial and monetary policy rests, 
however precariously. Even in this respect, however, it must be admitted 
that the current preoccupation with the international repercussions of infla- 
tion and physical shortages has temporarily driven from the center of the 
stage the concern over possible conflicts between domestic full employment 
and development policies and the attainment of balance-of-payments equi- 
librium under a regime of nondiscrimination. 

Views about the crucial provisions of the Charter relating to nondiscrimina- 
tion or, perhaps better, the permissible degree of discrimination, fall broadly 
into three groups. One school fears, with Messrs. Balogh and Henderson, that 
the Charter provisions or, at least, the way in which the provisions are likely 
to be administered would restrict unduly the scope of “legitimate” discrimi- 
nation particularly during periods of deflationary pressure or in conditions 
of severe structural imbalance. A second group regards the Charter provisions, 
taken in conjunction with the “scarce currency” clause of the Fund Agree- 
ment, as sufficiently broad to permit a reasonable degree of discrimination 
both during and after the postwar “transition period.” There is, finally, a 
third school which is so preoccupied with the advantages of nondiscrimination 
and multilateralism that it has failed to allay the suspicions and fears of the 
first school or to provide much underpinning for the position of the second. 

Mr. Brown deals at several points with the immediate reasons underlying 
the resistance of countries during the postwar period to relaxation of dis- 
criminatory import restrictions. In fact, he argues that the acquiescence 
by the United States and Canada in the intensification of discrimination 
against dollar imports by the sterling area during the crisis of 1949 was an 
example of how the ITO provisions would have operated were the Charter 
in force. While this may be true, one could have wished for a fuller and more 
penetrating treatment in the book of the whole subject of discrimination. The 
failure of the contracting parties of GATT during their negotiations in the 
autumn of 1950 to reach agreement concerning the relaxation of discrimina- 
tory quantitative restrictions in the sterling area and the subsequent break- 
down of negotiations for the reduction of tariff preferences within the 
sterling area offer evidence that serious divergencies exist in this sphere. 
Clarification of the issues is all the more desirable since the debate has not 
been exclusively between the professional economists on the one hand and 
the politicians and special interests on the other. This is somewhat glossed 
over in Mr. Brown’s study, perhaps because he is mainly concerned with 
overcoming American criticisms of the Charter. At any rate, it would 
appear good tactics for those concerned with the real losses of excessive 
bilateralism to convince the opposition that they appreciate that properly 
controlled discrimination may, under some conditions, permit a greater or 
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more stable volume of international trade than rigid adherence to the basic 
rule of nondiscrimination. 
WatteER A. CHUDSON* 
United Nations 
New York 


* The views expressed represent the personal opinions of the author. 


The Dollar Shortage. By Cuartes P. KinDLEBERGER. (New York: John 
Wiley & Sons and The Technology Press of M.I.T. 1950. Pp. ix, 276. 
$4.00.) 

Professor Kindleberger states in the preface that “the events of June 1950 
in Korea have made even the title outdated.” Fortunately, however, this 
harsh judgment does not apply to the main content of the book. The discus- 
sion of the concept of “dollar shortage,” of American foreign trade and foreign 
investment, and of anti-shortage policies may indeed be of fleeting interest 
only. However, interwoven with that discussion emerges the outline of a 
highly original and important theory sketching the international aspects of 
economic development. 

According to this theory, “equilibrium in the international balance of 
payments of a country depends upon its position in the evolutionary cycle and 
differs from static equilibrium where the current account . . . tends to equal 
zero.” A “primitive undeveloped country” starts the cycle as a “young 
debtor which is borrowing at a rapid rate.” It then becomes an “adult debtor 
which has a current account in balance.” Still later, the country begins “re- 
payment of old loans” as a “mature debtor,” and emerges as a “young 
creditor” which extends loans to “young debtors.” At the next stage it be- 
comes an “adult creditor which neither lends nor accepts repayment on 
balance.” Finally, the “mature creditor” exhausts its foreign investments by 
“accepting repayment of past loans from mature debtors.” Having depleted 
its foreign capital, it becomes “economically senescent” and “may be re- 
garded as eligible to start the growth cycle over again” (jp. 75-76 and 
125-26). 

The “transition between the various stages of the dynamic adjustment 
of a country appears to be brought about historically in large measure by 
war. . . . Aside from war, however, the evolution of the young creditor to 
the next stage of maturity will be brought about through the reduction of 
. . . relative rates of technological development. . . . The rise in incomes 
abroad produced by foreign investment and the impetus of the developmental 
process will narrow the gap until it closes” (pp. 78-79). 

Cyclical fluctuations reinforce the tendency toward imbalance. The differ- 
ent positions of the various countries in the evolutionary cycle produce 
“tendencies toward secular stagnation and secular exhilaration,” respectively ; 
as a result, “some countries fail to adjust to deficits . . . whereas other 
countries fail to adjust to surpluses.” These failures prevent the cyclical 
deficits and surpluses from being corrected according to the automatism of 
“Hume’s law of trade”; it becomes therefore possible for a country to run 
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a surplus, and for another one to run a deficit, in times of both prosperity 
and depression (pp. 98-101). 

Difficulties such as the “dollar shortage” are bound to arise if “a country 
whose current account acts like that of a young creditor” does not make 
sufficient international loans (p. 77). The answer to the question, however, 
why such difficulties did not arise until “the twentieth century regime of 
the dollar, . . . can at best be speculative” (p. 187). Professor Kindleberger 
stresses “the increased inelasticity of supply and demand which appears to 
characterize the world at present” (p. 191). In the United States, the rate 
of expansion is slowing down; in the rest of the world, the awareness of 
American standards of living makes it difficult to restrain consumption and 
stimulate capital formation. “With increased tendency toward disequilibrium, 
. . . the world has paid for its economic advance . . . through the loss of a 
quasi-automatic system of adjustment” (p. 188). 

Professor Kindleberger has purposely neglected to verify his theory by 
historical analysis; he declares himself satisfied with producing “merely more 
hypotheses, unproved and in many cases probably unprovable because of 
being drawn up without regard for the idiosyncrasies of data” (p. 8). It is 
true that economic science is badly in need of new theories, even in the 
form of—provisionally—unproved hypotheses; eventually, however, any 
hypothesis will be discarded unless it is proved to be consistent with the data. 

The problem arises, therefore, how such consistency can be proved or 
disproved. Professor Kindleberger states that since the end of the first 
World War the United States has been a “young creditor,” and the United 
Kingdom a “mature creditor.” It is not quite clear whether he does so only 
because the balance of payments of these countries conforms to his theoretical 
scheme or because the general economy of these countries gives the picture 
of “youth” and “maturity,” respectively. If the theory is correct, it should 
be possible to correlate a country’s domestic stage of development with its 
balance of international payments; but in order to do so, it would be neces- 
sary to define the various stages of development on the basis of criteria that 
are independent of the country’s international position. 

Two different criteria might be used for that purpose: the level of techno- 
logical skill—as measured by per capita volume of capital or by per capita 
productivity of labor—which a country has reached, or the speed with which 
the acquisition of such skill is proceeding; in both cases, the factors might 
be measured either in absolute terms or in relation to the outside world. 
The first criterion seems inconsistent with the facts. The United Kingdom, 
prototype of the “mature” creditor country, has not reached a higher level 
of technological skill than the United States, prototype of the “young” 
creditor country. The second is insufficient if taken by itself. Technological 
progress in the United States may well be neither more nor less rapid at 
present when the United States is a creditor nation than it was fifty years ago 
when it was a “mature” debtor, or even a hundred years ago when it was a 
“young” debtor. 

The best solution may therefore be a combination of the two criteria: the 
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difference between “young” and “mature” debtor and between debtor and 
“young” creditor nations may be based on the level of technological skill, 
with the rate of progress showing little variation; but the difference between 
“young” and “old” creditors may be based on the rate of progress irrespec- 
tive of the level reached. The question arises, however, whether there is any 
necessary connection between the slowing down of the rate of progress and 
the achievement of a certain level. Professor Kindleberger’s remarks about 
the reasons for the transition from “youth” to “maturity” seem to imply 
such a connection, somewhat in the line of the Ricardian concept of secular 
stagnation; but such an assumption would leave unexplained the fact that— 
whatever the present outlook for the U.S. economy—the United States 
certainly did not “mature” at the same level of technological skill as the 
United Kingdom. 

It seems more likely, therefore, that the slowing down of the rate of 
progress is not simply the consequence of having reached a certain level 
of technological skill, but the result of factors less directly connected with 
technology; for instance, of factors involving social psychology, political 
institutions, or geographical position. If this is true, the “evolutionary cycle” 
would depend upon the entire complex of a country’s social data, and would 
greatly vary from one country to another. In fact, “evolutionary cycles” 
might show even greater diversity than the traditional business cycles. This 
conclusion would be in agreement with Professor Kindleberger’s general 
ideas which stress the close interrelation of the economic and non-economic 
aspects of social activity. 

_ If Professor Kindleberger’s theory is correct, international equilibrium 

presupposes strict international synchronization of economic development. 
A country can be a “young” debtor only if another country acts as a “young”’ 
creditor. Whenever the “young” debtor comes of age, another “primitive” 
country must take its place, or a “young” creditor country must in turn 
become “adult.” Defects in synchronization would immediately lead to inter- 
national disequilibrium. 

In order to make this theory more than a mere tautology, it would not 
suffice to show that some country invariably starts or ceases to lend whenever 
another country starts or ceases to borrow. It should rather be shown that 
there is some mechanism coordinating the changes in debtor and creditor 
countries; for it would be nothing short of a miracle if it appeared that 
during all the centuries preceding the twentieth an almost perfect synchroniza- 
tion occurred by mere coincidence. In addition, it should be shown that this 
coordination was, at least in the past, inherent in the domestic development 
of the countries involved; for otherwise it would have happened frequently 
in the past—such as happened according to Professor Kindleberger in the 
United States during the ’thirties—that a country which had reached a 
certain stage of domestic development failed to act internationally according 
to the rules of that stage. 

Two centuries ago, Hume showed that static equilibrium in the balance 
of international payments was reached—under certain conditions—by a 
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relatively simple automatism inherent in the market-price system. Similarly, 
it would now have to be shown that dynamic equilibrium could be reached 
—again under certain conditions—by some dynamic automatism. Once that 
automatism is analyzed, it would be possible to fit disequilibria such as the 
“dollar shortage” into the theoretical scheme by isolating the factors re- 
sponsible for the presence and absence of the equilibrium conditions. In this 
connection, the world-wide switch from economic freedom to strict economic 
controls, administered by national governments on the basis of purely 
national considerations, might well play a decisive role. 

Professor Kindleberger’s theory is different from most or all recent 
theories of economic development in that it seems to leave no room for a 
change in the fundamental structure of economic society. It is not quite clear 
whether the author believes that technological forces are so strong as to 
make other social institutions seem unimportant in comparison, or whether 
he feels confident that the present organization of the Western world will 
prove more permanent than its critics assert. 

In any case, the relations between domestic development and international 
balance pose as interesting and difficult problems in a centrally planned as 
in a market economy. The economic relations between the Soviet Union 
and its satellites might, for instance, be interpreted as those of a “young” 
creditor to “young” debtors. These relations are, however, obviously differ- 
ent from, say, the relations between the United States and Latin America. In 
fact, the very future of our society may depend upon the answer to the 
question of whether the Western or the Soviet system provides the better 
solution for the difficulties facing ‘““young” debtors. A reasonable discussion 
of these questions requires, however, a clear understanding of the rdle played 
by economic development in the framework of the two competing systems. 

Professor Kindleberger will be the first to concede that he has not yet 
provided a full-fledged solution to the riddle of economic evolution. However, 
his theory opens a vast new field for promising economic research. 

J. Hersert Furtn 

Washington, D.C. 


Survey of United States International Finance, 1949. By GARDNER PATTER- 
SON, with the cooperation of members of the Department of Economics 
and Social Institutions of Princeton University. (Princeton: Princeton 
University Press. 1950. Pp. x, 222. $1.75.) 


The purpose of this experimental volume is to present in a discriminating, 
orderly and summary manner information on the activities, policies and 
programs of the United States which affected the general area of international 
finance during 1949. Major policies and programs starting from mid-1945, 
however, are treated adequately. Accordingly, the reader is given a survey 
of United States actions affecting the general field of international finance 
since the cessation of hostilities in Europe. The author has done exceptionally 
well in a very complicated and difficult area. 

Broadly stated, the basic foreign policy of the United States has been to 
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foster economic, political and social freedom and stability throughout the 
world, although since 1948 this policy has been confined primarily to the 
non-Communist countries. In translating this broad objective into inter- 
national finance and trade. policies, the United States has advocated a multi- 
lateral non-discriminating world trade system; free convertibility of all 
currencies; reduction and, in some cases, elimination of trade barriers; and 
return of international finance to private enterprise. 

The many programs to attain these objectives are reviewed in this volume. 
Important among those surveyed are (1) gifts and grants primarily through 
economic, relief and military programs such as the European Recovery 
Program, International Refugee and Children’s Relief Program and the 
Mutual Defense Assistance Program; (2) public loans and investments 
through the Export-Import Bank, the International Bank and Monetary 
Fund and, in the case of Great Britain, the direct loan; (3) private loans 
and investments with reports on the Point Four Program, investment 
guaranties, tax adjustments and investment treaties; (4) exchange rate and 
gold policy with a review on the devaluation of overvalued currencies; (5) 
European economic integration with reports on the intra-European payments 
scheme and customs unions; and (6) United States import policy, including 
surveys on the Annecy Conference, the Havana Charter and purchases abroad 
for stockpiling. 

In a brief but excellent concluding chapter (VIII), the author evaluates 
these and other programs. Careful, critical and fair analysis is made of 
United States aid programs and import policy, private investments, exchange 
rates, gold and foreign exchange reserves and European economic integration. 
The author concludes that for the year 1949 the record of achievement was 
very mixed and that in some cases it was too early to measure lasting results. 
He points out, for example, that the economic aid programs designed to in- 
crease productivity were offset, at least in part, by tying the gifts and 
loans to purchases in the United States. In other areas, e.g., reduction of 
high tariffs, very little, if anything, was accomplished. 

In determining the amount of economic aid, basic considerations have been 
the dollar exchange resources and the balance-of-payments positions of the 
recipient countries. Since the volume, too, emphasizes the balance-of-pay- 
ments approach, a brief statement and evaluation of this approach as a 
tool of analysis and policy making would have been desirable. Although 
some of the descriptive materials and nearly all of the statistical data in- 
cluded are to be found in certain government publications,’ the heart of this 
book is in the summarizations of legislative histories, basic issues and con- 
flicts of interests, and in the critical comments of the author. It is hoped 
that in succeeding volumes such summaries and comments will be enlarged. 
The inclusion of a selected bibliography would have been helpful. 

With perhaps one exception the author has reported on all the major 

* See, for example, United States Department of Commerce, The Balance of International 


Payments for the United States, 1946-48 (1950) pp. 275, and the March, June, September 
and December issues, each year, of the Survey of Current Business. 
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activities and programs. The exception is the freezing-unfreezing and vesting- 
divesting activities relating to foreign-owned assets which were in the United 
States at the outbreak of World War IJ. These wartime programs are still 
active. Although the amount involved (approximately $8 billion) and the 
impact of these programs on international finance are important, economists 
generally have neglected the field. In light of the creditor position and 
postwar aid programs of the United States and the dollar exchange shortages 
of the enemy countries (primarily Germany and Japan), the vesting of their 
relatively small amounts of prewar war assets appears incongruous. Failure 
of the United States to control foreign owned assets acquired after the 
cessation of hostilities contributed importantly to the flight of capital to 
this country. 

Professor Patterson has an excellent understanding of the problems and 
materials in the field of international finance. The volume is cogently written, 
well organized and informative. 

DonaLp SHAM* 

Washington, D.C, 


*The reviewer is Secretary of the Office of Alien Property, Department of Justice; 
this Office administers the wartime controls over foreign assets. The views expressed in 
the penultimate paragraph are those of the reviewer and do not necessarily reflect those 
of the Department of Justice. 


Le Systéme Monétaire de Bretton Woods et les Grands Problémes de 
Aprés-Guerre. By Ropert Moss. (Paris: Recueil Sirey. 1948. Pp. 153.) 


The author says that his purpose is to present a clear exposition of the 
essential features of the International Monetary Fund and constructive 
suggestions for strengthening its position in the light of the actual problems 
of the world today. Part I describes the International Monetary Fund and 
Part II outlines the constructive suggestions. The book is not without certain 
good features but it falls short of the author’s stated purpose. 

The description in Part I does not give a clear picture of the essential 
features of the Fund. The description lapses frequently into a catologueing 
of the Fund’s weaknesses, which makes Part II repetitive. Much space is 
devoted to the history of the bargaining over quotas and voting power. Some 
of the more technical clauses are discussed quite superficially. 

The long discussion of the Fund’s objectives is unproductive. Mr. Mossé 
believes a major concern of the United States was to protect the position of 
_ gold and the U.S. dollar in the world, while the principal concern of the 
other countries was to obtain dollar credits. He thinks the objectives stated 
in the Fund agreement are vague and ill-chosen. Instead of aiming at mone- 
tary stability, eliminating exchange restrictions, and providing resources to 
members, the Fund should have aimed at providing an equilibrating “mecha- 
nism,” the interconvertibility of all currencies, and helping to meet the 
problems of the transition period. The discussion seems to be a quibble over 
words, implying some degree of misunderstanding of the relation between 
equilibrium, exchange rate stability, and exchange restrictions. The author 
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points out, of course, that much larger resources would have been needed to 
finance the transition period deficits. 

The section on the Fund’s reserves says that the Fund Agreement (a) 
attaches too much importance to the distinction between strong and weak 
currencies, (b) forgets that weak currencies have purchasing power in terms 
of goods, (c) should permit automatic purchases of currencies from the 
Fund within quantitative limits, (d) should require the United States to 
replenish the Fund’s supply of dollars, and (e) should not confuse the 
problem of the Fund’s currency holdings with that of international dis- 
equilibrium. These points are discussed more fully in Part II. The first 
comment listed above is odd in the light of those that follow. 

In the introduction to Part II, Mr. Mossé summarizes the Fund’s early 
history. He thinks that the United States and the United Kingdom scorned 
the Fund in the 1947 sterling convertibility crisis, that France unwisely 
failed to agree with the Fund in its 1948 exchange rate change, and that in 
general the Great Powers have tended to negotiate important matters outside 
the Fund. This point appears to be well taken and of the utmost importance 
in considering the Fund’s activities to date, probably much more important 
than its inability to meet the dollar deficits which developed. The tendency 
to negotiate outside the Fund appears to the general public to have reached 
its climax in the September, 1949 exchange rate adjustments (after Mossé’s 
book was published), and continues to be reflected in the lack of any known 
tie-in of the Fund with the Marshall Plan and the intra-European payments 
system. 

Mr. Mossé’s chief concern, however, is with what he considers the failure 
of the agreement to tackle the problem of equilibrium. He says the Fund 
provides no mechanism for re-establishing equilibrium; use of the Fund’s 
resources does not automatically lead to internal deflationary pressures, the 
provisions putting pressure on creditors are hopelessly weak, the agreement 
is too easy on debtors, and even changes in exchange rates are of limited 
usefulness in restoring equilibrium. 

Mr. Mossé’s recommendations for the Fund are as follows. First, it must 
recognize that it is destined to function in a world of continued fundamental 
disequilibrium and in which there are many closed and planned economies. 
The Fund’s principal objectives must be the re-establishment of equilibrium, 
the interconvertibility of currencies, and provision of an international means 
of payment which can expand and contract to meet the world needs. To 
achieve these objectives, it must (a) sell currencies in large supply at de- 
preciated rates or require the United States to buy them for “supplementary” 
purchases, (b) give support to regional payment systems, (c) reflect the 
balance of all international transactions, and (d) oblige creditors and debtors 
to take corrective measures. Mr. Mossé recognizes that to do all these things 
the Fund will need much larger resources. 

These objectives are sound but seem to be substantially those of the Fund 
agreement. Admittedly, however, the Fund’s resources do not permit any 
very great expansion of the international means of payment. Mr. Mossé’s 
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specific suggestions as to how to achieve these objectives almost all imply 
that the Fund’s resources can be greatly increased which seems quite un- 
realistic. There are other serious weaknesses from a practical point of view. 

It is difficult to see how sales of weak currencies by the Fund at depreciated 
rates would accomplish anything that could not equally well be accomplished 
by a straightforward depreciation, or some multiple rate technique. And 
it is hardly conceivable that any country would permit such depreciation of 
its currency by the Fund without its approval. The United States would 
not commit itself in advance to purchase weak currencies, which would just 
be another way of putting more U.S. resources into the Fund. The feasibility 
of arranging for purchases which are really supplementary is open to grave 
doubts. Perhaps the least helpful suggestion is that the Fund should oblige 
debtors and creditors to take corrective action. As long as we live in a world 
of independent states we can try to persuade or induce a country to take 
corrective measures but we can not oblige it to do so. And the experience 
to date suggests that the member countries are not ready to even discuss 
with the Fund really vital problems, much less take its advice. 

The idea that the Fund should have much larger resources is of course 
reminiscent of the Keynes plan. Undoubtedly with much larger resources the 
Fund could carry more weight if the big powers wished it to do so. All inter- 
national transactions were to be reflected in the Clearing Union. Attractive 
as the plan was, there was never any possibility that the U.S. Congress would 
agree to make available up to $30 billion to an international monetary institu- 
tion. The difficulties encountered in obtaining successive fiscal year appropri- 
ations for the Marshall Plan, even in the light of increasing political tension, 
and bolstered by exhaustive evidence of actual needs as they have developed, 
is ample proof of this fact. It seems quite clear today that the possibilities 
are even slimmer than ever. 

ALICE BOURNEUF 

Washington, D.C. 


Industrial Organization and Markets; Public Regulation of Business 


Investment, Location, and Size of Plant—a Realistic Inquiry into the Struc- 
ture of British and American Industries. By P. SARGANT FLORENCE, as- 
sisted by W. Batpamus. Nat. Institute of Econ. and Soc. Research Econ. 
and Soc. Stud. No. 7. (New York: Macmillan. Cambridge: University 
Press. 1948. Pp. xiii, 211. $3.75.) 

This imaginative analysis of the structure of industry has had a stimulating 
effect on research in this area in the past two and a half years. On the basis 
of extensive examination into industrial census statistics, the author has pre- 
sented a number of significant measures of the inter-relationships between 
three of the significant aspects of industry: Size, Location, and Investment. 

To measure the average size of plant tn an industry, the author has deter- 
mined in each case the so-called “prevailing size,” that is, the modal group 
which accounts for half or more of the employees in the industry. In determin- 
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ing this typical size, the author has distributed plants among size groups 
which are progressively larger. For broad purposes of comparison, industries 
are classified in the main according to whether the prevailing size is small, 
medium, or large, with some use made of groups that are “smallish,” and 
“argish.” 

As a measure of location pattern, the author uses an index of localization 
developed by him and extensively applied in the National Resources Planning 
Board study, Industrial Location and National Policy. This index compares 
the geographic distribution of one industry with that for industry as a whole. 
The computed indexes for 150 British industries are associated with the three 
major prevailing size groups. On the basis of simple contingency tables, the 
author reports a considerable relationship, but its significance seems to call 
for further analysis. With respect to the more localized industries, the plants 
tend to be of medium size. The explanation put forward by the author is that 
the plants in this group do not need to be smaller because transport costs do 
not require a scattering of plants throughout the market or among numerous 
materials sources, and they do not need to be larger because the production 
centers are big enough to yield the kind of economies obtainable within large 
plants. 

Intensity of investment was measured, after trying other indexes, in terms 
of horsepower per worker. This would not appear to be a fully satisfactory 
measure since, as the author recognizes, the ratio between total capital invest- 
ment and use of electric power varies widely among industries. The measure 
selected is in the main positively related among industries to the size of 
plant. The relationship does not apply, however, to industries which involve 
extensive weight-handling operations. 

The author’s conviction that these three characteristics of industry are 
closely inter-related is strengthened by a comparison of the operation of 
British and American industry. There are, however, questions which arise in 
connection with the determination of the typical size for an industry. These 
concern the homogeneity of operations among plants included in an industry, 
the dispersion of units about the modal group, the variations in size of plant 
in relation to the size of market served, and the variation in size according to 
the age of the firm. With respect to the first, the author surprisingly suggests 
that the homogeneity of industry be tested in terms of whether the intensity 
of investment is reasonably regular throughout the size classes, rather than in 
terms of similiarity of products. With respect to the second question, the col- 
laborator presents an interesting chart which indicates clearly that within 
industries the intensity of investment, i.e., horsepower per worker, varies con- 
siderably with size of plant. 

The latter part of the study is concerned with the danger of industry’s tend- 
ing toward large-scale operation and larger firms. In this connection, the 
author recommends that public policy try to protect labor and consumers 
against monopoly which may develop where increased mechanization leads 
to large-scale operations, to greater efficiency, and finally, to monopoly. This 
is only suggested, since the author realizes that many other measures of 
efficiency and explanations of monopoly are necessary. 
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With respect to the encouragement of industrial dispersion, particularly of 
small units in small cities and towns, the author points out the inter-industry 
relations presented here make such dispersion difficult. Thus, he notes that 
industrial concentration consisting either of a cluster of smaller plants or of 
one or more large plants is likely to develop, unless the operation because of 
transportation costs is “oriented to,” or tied to, local sections of the market 
or to scattered sources of materials. In some industries which tend to concen- 
trate, the problem may be one of segregating those operations which can be 
dispersed, particularly if there are adjustments in regional freight differentials 
for moving semi-furnished materials as compared with those for moving raw 
materials. Although there are difficulties in influencing the geographic struc- 
ture of industry, the relationships described require further analysis. Un- 
doubtedly, there are many exceptions, and they should be examined in greater 
detail. Not only is there considerable variation from the general size-location 
relationship described in this study, but more specifically from the indicated 
degree of localization characteristic of medium-size plants. 

The author has done an excellent service to industrial economists in pre- 
senting the relationships included in this book, and in supplying a mass of 
statistical information about the British as well as the American economy. 

GLENN E. McLavucHiin 

Washington, D.C. 


Economics of National Security. Edited by Grorce A. LINCOLN, WILLIAM S. 
Stone and Tuomas H. Harvey. (New York: Prentice-Hall. Pp. 601. 
1950. $5.00.) 

The Economics of National Security is the joint product of the members of 
the department of social sciences of the United States Military Academy. 
The authors do not attempt to make an exhaustive analysis of the economic, 
political or administrative problems of a defense or war economy and are not 
critically inclined. They have attempted, rather, to make a comprehensive 
survey of the experience of World War II, of World War I when relevant, and 
to provide a factual background which might serve as an introduction for a 
more detailed analysis of the many specific issues involved. This book is use- 
ful as a text for the uninitiated, not as a treatise for the professional economist. 

In twelve chapters of somewhat uneven length the major issues are sepa- 
rately treated. Starting with an introductory chapter on the economic basis 
of national security the authors continue with successive chapters on the rdle 
and powers of the federal government; manpower; raw materials; industrial 
mobilization; transportation, communications and power; procurement pol- 
icy; war finance; stabilization policy; the budget process; economic warfare 
and foreign aid programs; and finally a chapter on the outlook for the future. 
The legislative and administrative framework within which economic controls 
must operate is described in detail and carried down to the middle of 1950. 
Developments since the declaration of a national emergency and the passage 
of the Defense Production Act are not included because of the publication 
date, although the terms of the Act itself are included in an appendix. 

This book has the disadvantage of any largely descriptive work; it does not 
stimulate much thought about the choices before us or the long-run implica- 
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tions of alternate policies. The failure of the authors to focus more sharply on 
the difficult problems of integration of the many separate elements of the 
economy and control system is a source of disappointment to one who has 
been recently frustrated by the failure of the current stabilization program to 
progress more favorably. Although the editors have been successful in eliminat- 
ing many of the irritating features of a joint writing effort and have achieved 
a uniform style, they have not achieved an equally successful integration of 
the various chapters. 
In view of the possibility that a partial mobilization may be necessary for 
some period of time, it is to be regretted that the authors, like most writers 
in the field, focus upon the economics of full-scale war rather than the less 
clearly defined state we are now in. The problems of policy formulation in the 
current situation are infinitely more complex and difficult than those of total 
war although the limitations of capacity to meet the demands of a material 
nature may be much less. For example, the determination of the extent to 
which basic industrial power should be expanded at the cost of immediate 
military end-product output, the question of stockpiling, the problem of inter- 


national allocation of scarce materials, and the problem of price and wage con- 
trols are all more difficult to resolve and are more vigorously debated in a state 
of partial war than in the event of a struggle for survival. The political and 
administrative institutions which we wish to protect are also subject to strain 
and stress under current conditions and seem often to be poorly designed to 
cope with the problems which confront us. The authors have largely neglected 
this whole area although they are willing to recognize that the process of 
government administration of defense is fully as important as the pure eco- 
nomics of defense. If the cold war continues for some years, it is this type of 
problem which will be before us increasingly and may in the end spell the dif- 
ference between victory and defeat. We are in grave danger if the deteriora- 
tion of economic controls results in the breakdown of confidence in govern- 
ment with the possibility of serious consequences to morale, production, and 
the internal strength of the nation. 

Special recognition should be given to the fact that the authors have main- 
tained a high degree of objectivity and have not made any obvious concessions 
to the military organizations to which they are connected. If anything, this 
book leans over backward to stress the importance of the industrial backing 
necessary for the effective support of the men, ships and planes at the front. 
In view of the vast field they have chosen to cover this book is a commendable 
accomplishment and deserves respectful attention in spite of some of the 
limitations mentioned above. 


PAUL J. STRAYER 


Princeton University 


Public Utilities; Transportation; Communications 
Commercial Motor Transportation. By Cuartes A. Tarr. (Chicago: Richard 
D. Irwin. 1950. Pp. x, 413. $6.00; college ed., $5.00.) 


Charles A. Taff has ended the “Era of Neglect” of the motor carrier in- 
dustry in the realm of economic and business literature. Commercial Motor 
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Transportation represents the first attempt at a comprehensive treatment, with 
the possible exceptions of F. K. Edward’s Principles of Motor Transportation 
(1933) and the Association of American Railroad’s Highway Motor Trans- 
portation (1945). The paucity of writing on motor carrier operation is partly 
attributable to the fact that students of transportation have been preoccupied 
with railroad problems and the glamour of airlines. Commercial motor opera- 
tions persistently and unostentatiously forged ahead. Leaders of companies 
were too busy expanding to call attention to their progress in articles and 
books. Hence, the industry rose to huge proportions without being recognized 
by more than a couple chapters in books on principles of transportation. 

Professor Taff’s textbook involved extensive research. He had a difficult 
task of compilation in this pioneering effort. He missed nothing in the trade 
journals down to the date of reading page proof. The e’\. . to be current and 
comprehensive frequently conflicted‘with the logic of .«« outline. Material is 
included more because it was published recently than | zcause a worthwhile 
addition to knowledge was made. This weakness is understandable in an 
initial survey such as Taff has written from unequal source material—thus, 
second editions or books by others. 

Another edition might analyze at some length why the railroad rate struc- 
ture was so susceptible to truck competition. The issue is not to be under- 
stood by differences in costs or service so much as by understanding the 
obsolescence of the assumption of monopoly still inherent in rail classification. 
Transport coordination is wholly ignored. 

The chapter dealing with the “Economics of Motor Transportation” re- 
flects the confusion which prevails among transportation economists regarding 
the meaning of joint, variable, out-of-pocket and constant costs. Use of the 
term “marginal costs” or its counterpart in accounting terminology “differ- 
ential costs” would have clarified the presentation. Transition from the 
theoretical chapter on demand and costs into the rate structure of the industry 
is somewhat incomplete. 

The book is written cautiously which is perhaps how textbooks should be 
written. But this approach does not warrant avoidance of controversial issues 
or undue use of pious hopes. The chapter on Restrictions on Interstate Move- 
ment of Goods devotes pages to variations in state laws regarding weight 
limits but says nothing about why the limits vary, the actual effect on high- 
ways and taxpayers, the effect on motor carriers’ operation, or how to achieve 
the uniformity which various groups want. The author describes urban transit 
companies but ignores their financial plight. 

Taff supports the Interstate Commerce Commission in its reliance on the 
operating ratios in preference to rate of return in rate cases. He writes, “To 
allow a motor carrier only a fair rate of return on its investment is not 
adequate for the amount of risk involved in the proportionately larger amount 
of operating expenses incurred” (p. 111). Reform logically should lie in a 
higher rate of return to be considered “fair” rather than resort to the operating 
ratio. 
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The failure to be more analytical does not impair usefulness as a text. The 
factual material is complete and, after all, the professor ought to have some 
function to perform. Excellent illustrations and pleasing format add to the 
merit of the book. Commercial Motor Transportation will facilitate and en- 
hance courses in Motor Carrier Transportation. 

L. L. WATERS 

Indiana University 


Railroads Down the Valleys. By Ranpatt V. Mitts. (Palo Alto: Pacific 
Books. 1950. Pp. ix, 151. $3.50.) 

The literature on railroad development has been expanding rapidly in recent 
years. While the emphasis has been on the major roads, several volumes have 
dealt with smaller railroads and the special problems accompanying their 
growth and operation. The latest of these presents the histery of five short- 
line roads in Oregon. 

These roads suffered the difficulties common to similar lines elsewhere— 
inadequate capital to complete plans and insufficient traffic for low-cost opera- 
tion. But the dependence of the Oregon lines upon lumber—while subjecting 
them to severe cyclical fluctuations in traffic—has provided a more satisfac- 
tory economic base than the mining upon which so many short lines have 
relied for their traffic. 

Two of the roads are of particular general interest. The Oregon Pacific was 
started in 1872 as a major transcontinental link, to connect the Union Pacific 
in Eastern Oregon with Yaquina Bay, with the plan of making Yaquina the 
major harbor instead of Portland, and Corvallis the metropolis of the state. 
But with a route far inferior to that along the Columbia river, with inadequate 
financial backing and local traffic, and with serious mismanagement, the road 
struggled along for years without being able to complete its line over the 
Cascades, and eventually passed into the hands of the Southern Pacific as a 
minor feeder. 

The City of Prineville Railway is one of the extremely few municipally 
operated intercity railroads in the country. Prineville, pioneer trading center 
of central Oregon, was by-passed by the lines built into this area around 1900 
and saw its business taken over by the new town of Bend. Unable to interest 
private capital in a branch into the town, the latter finally succeeded in 
building its own line. But Bend’s lead was not easily overcome, and trucking 
seriously reduced traffic. After long years of losses, increased lumber and wool 
production placed the road back on its feet, justified the investment, and pro- 
vided the city with a substantial source of income. 

In general, Professor Mills’ book is a well-written contribution to the his- 
tory of the railroads and economic development of the Northwest. It, how- 
ever, contains little technical data on corporate history, traffic, or earn- 
ings. 

Joun F. Due 

University of Illinois 
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Land Economics; Agricultural Economics; Economic Geography 


Future Food and Agriculture Policy: A Program for the Next Ten Years. 
By JoHNn Donatp Brack and MAxInE ENLow Krerer. (New York: Mc- 
Graw-Hill. 1948. Pp. viii, 348. $4.25.) 


The focal point of this book is Chapter 21. Here Black and Kiefer outline 
“A Program for the Next Ten Years.” The remaining materials are designed 
to lead up to and lead away from this major attempt at policy formulation. 

What can be said about the Black-Kiefer proposals? In general terms, they 
present a well integrated and comprehensive set of proposals, as the name of 
the book implies. Their over-all objective is that of adjusting production to 
consumption and consumption to production. Traditionally we rely on price 
(or prices) to accomplish this integrating job. And these food planners, too, 
would rely on the market to accomplish much of this work of integration, 
but they feel that the market has serious shortcomings in food and agricul- 
ture. Hence, they would formulate and place in operation a set of programs to 
help the market adjust consumption to production and production to con- 
sumption. 

Specifically, they would give up production control on individual farms. In 
its place they would institute “farm and home planning.” Through the vehicle 
of “farm and home planning,” involving the technical and financial assistance 
of numerous agencies of government, Black and Kiefer hope to facilitate 
needed production-adjustments in agriculture. They would also place in opera- 
tion consumption-adjustment programs—programs designed to insure more 
adequate diets such as school lunches, inplant feeding and stamp plans. With- 
out going into the mechanics of the proposal, the authors present a neat 
device for lowering the level of price support as surpluses accumulate. 

Two related themes are developed in the long build-up to Chapter 21: (1) 
the food consumption-production balance in the United States and (2) the 
food situation in foreign countries or areas. The first of these themes is devel- 
oped in comprehensive and compelling manner, The second is developed 
in a superficial and unsatisfactory way. The authors develop, as fully 
as one would want in a general discussion, the food consumption requirements 
of the United States as determined by such factors as population size and 
growth, nutritional adequacy, and personal incomes. And these requirements 
are compared with past and potential production to obtain a measure of the 
food problem in the United States. This analysis is conducted in a planning 
sense (in terms of absolute amounts required and forthcoming) rather than in 
an economic sense (in terms of functional relationships). 

The pages that follow the key programming chapter are concerned pri- 
marily with the execution of the authors’ proposals. They point out that 
“much effort went into the preparation of this part of the study.” And a 
reading of this section confirms that statement. Nonetheless, these closing 
chapters come as anti-climax. The nature of the food problem has been de- 
veloped in full. And the authors have already told us what ought to be done. 
Hence, the further discussion of the réle of the producer, the consumer, the 
distributor and governmental agencies is not likely to hold the interest of the 
average or casual reader. 
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There is another problem in this connection. It is difficult to write in a 
realistic fashion on the mechanics or execution of a proposed policy. A policy 
proposal must take the form of a statement of what ought to be; it is not a 
description of what.is. And we know that policy rarely jumps full blown from 
the brain of one man (or co-authors); it emerges through conflict and com- 
promise and often takes a form not recognizable to the initiators of that 
policy. Consequently, a detailed discussion of the mechanics or execution of 
a proposed line of action takes on a certain quality of unrealness. 

With all due respect to Mrs. Kiefer who contributed importantly to the 
analysis of the food problem, we must recognize that the policy recommenda- 
tions of this volume represent in large measure the reasoned conclusions of one 
man—John D. Black. The “program for the next ten years” represents the 
mature judgment of the dean of agricultural economists. That in itself 
should, and will, command the attention of workers in the field of food and 
agriculture. But more important, that rare combination of political acumen 
and economic analysis which are brought together in the person of Professor 
Black has produced a series of policy recommendations which, if adopted, 
would lead to better nutrition and better resouzce allocation and which also, 
have some chance of political acceptance. 

W. CocHRANE 


The Pennsylvania State College 


The Rural Economy of New England. By JouN Donatp Back. (Cambridge: 
Harvard University Press, 1950. Pp. xxiv, 789. $7.50.) 

This study was begun some twenty years ago. In the dedication, which is to 
the late Professor I. G. Davis of Connecticut State College (now University 
of Connecticut), the author refers to Professor Davis’s lifetime effort to under- 
stand the economy of New England, and to his pioneer work in developing 
methods of analysis suited to that purpose. Many of these have been used in 
the present volume. 

The study is, as the author well states, a group product. Not only have 
many of Professor Black’s immediate assistants and associates participated 
in the assembling of data for it but, in addition, it reflects the interest and 
cooperation of the six New England agricultural experiment stations, and vari- 
ous federal agencies, in their concerted effort to coordinate and improve the 
research program for New England, which began to take shape just prior to 
1930. It is in fact almost a compendium of conclusions they have arrived at 
on the basis of more than sixty years of research dealing with soils, production 
organization, marketing, transportation and similar problems. 

The volume here presented is to some extent unique, and quite different 
from most of the earlier writings by the same author. It is primarily a “fact” 
book rather than an analytical study, though this characterization does it 
less than justice. Certainly it contains much that has analytical content, 
though of a different kind from that which has characterized the author’s 
earlier books. Also he takes more account of historical change than he has 
been accustomed to do in other writings. 

It is not easy to indicate the content and nature of the book in a brief re- 
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view, and certainly it does not lend itself to critical appraisal. The facts are 
there. If they are the facts the reader wants, there is little occasion for dis- 
agreement. If they are not what he wants, this is not the place to look for 
them. In other words, this is largely a reference book designed to provide a 
background and foundation for other studies rather than a book which pre- 
sents some central theme leading to conclusions that are oriented to some 
particular point of view. 

The final chapter, No. 36, on “Regional Policy and Program” is to some 
extent a deviation from that pattern. It deals, though quite briefly, with what 
to do about it. The general line of thought is much more fully developed in 
the same author’s recent book Future Food and Agriculture Policy (with 
Maxine Kiefer). In both books there is considerable emphasis on planned 
action; a receptive attitude toward rather substantial participation in such 
activities by federal, state and county governmental agencies. In this respect 
the author is less fearful of what many would call paternalism than are many 
of his colleagues in the profession. In fact he is quite prepared to welcome 
a fairly large amount of guidance and control from government agencies and 
officials provided they are oriented to the right objectives, efficiently ex- 
ecuted, and responsive to the wishes of the people for whom they are designed. 

But the above comments overstress the content of the brief concluding 
chapter. The bulk of the volume, more than 700 pages, consists of a vast array 
of factual information on the current situation and historical trends, inter- 
spersed with relatively brief analytical paragraphs and sections. Chapter 
headings include such things as the following: What is New England; Natural 
Endowments; The People of New England; The Industry of New England; 
Trade and Transportation; Land Use History; Ownership of the Land; The 
Soils; and many others. 

While there is a vast amount of factual and descriptive treatment of these 
many phases of the New England economy, it would be incorrect to character- 
ize the book as a whole as “descriptive” unless that term is used with broader 
meaning than is usually attributed to it. Virtually every chapter contains in 
addition a substantial amount of explanation of the meaning of the data. 

As a whole The Rural Economy of New England should provide an ex- 
tremely valuable foundation for research programs in New England, not alone 
‘in agricultural economics but in many other lines as well. In addition, it 
provides a pilot study in the way of a new approach to regional studies that 
will undoubtedly be read with interest by many students in other regions. 

Murray R. BENEDICT 


University of California, Berkeley 


Land Problems and Policies. Edited by JoHN F. Timmons and Wi111AM G. 
Murray. (Ames: Iowa State College Press. 1950. Pp. vii, 298.) 

Not since the Conservation Movement of Theodore Roosevelt took on the 

proportions of a crusade has conservation of land and related resources been 
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the subject of so much debate as in the past few years. Everyone, it seems, be- 
lieves in conservation, and agrees that conservation is wise use. But there 
agreement ends. The core of disagreement is two questions: what is wise use? 
how can it be achieved? This bock attempts to bring light to a subject which 
too often is treated only with heat. Clarification does not mean simplification, 
however; quite the contrary. 

Land Problems and Policies is made up of papers delivered by specialists 
in one or another of the pertinent fields at a Land Economics Institute held 
at the University of Iowa in the summer of 1949, with lectures given in the 
Graduate School of the United States Department of Agriculture forming 
three additional chapters. Since there can be no discussion of land problems 
which ignores the interrelationship among all resources, chapters are devoted 
also to population, water, forests, and wildlife, and they and other resources 
are touched on elsewhere throughout the book. The growing emphasis on 
recreational use of land is recognized by a chapter on that subject. Because 
land policies themselves create problems, much space is devoted to considera- 
tions affecting policy and factors and objectives to be kept in mind when 
policies are under consideration. 

Even when not befogged by the emotionalism which characterizes much 
thinking about land and other resources, determination of what constitutes 
wise use poses very difficult problems. There are too many complexities and 
unknowns involved, too many resources and too many people directly or 
indirectly affected by them, too many different resource-use situations to 
expect anything approaching agreement even among experts. Nor is wise use 
the only problem to be resolved in policy deliberations. Implementation of 
policy—the how and how much of regulation—poses greater obstacles. 

As a whole, the book does not attempt to say what policy should be, al- 
though some of the contributors verge on special pleading. It was published 
in the hope of stimulating discussion of land problems and policies, particu- 
larly with reference to the United States, and provides ample material, includ- 
ing expressions of different approaches and views, upon which to base discus- 
sion. It will not, however, serve as a corrective to the recent spate of books 
and articles on man and his misuse of the resources at his disposal, which 
are chiefly notable for their sweeping assertions of what should be and 
blanket condemnation of whatever is. The subject matter is difficult and has 
been made more 30 for the serious general reader by over-use of economic 
terms by some of the contributors. Since thoughtful citizens are already think- 
ing about and discussing land and resource problems, it might have been well 
to couch the book in language they could understand. As it stands, it should 
serve as a useful reference for land economists because it condenses and 
analyzes in one volume material usually found scattered among a number of 
works. 

E. Louise PEFFER 

Food Research Institute, 

Stanford University 
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Conservation of Natural Resources. Edited by Guy-Harotp SmitH. (New 
York: John Wiley and Sons. 1950. Pp: xii, 552. $6.00.) 

This book is a thorough revision of A. E. Parkins, J. R. Whitaker, (Edi- 
tors) and Others, Our Natural Resources and their Conservation, first pub- 
lished in 1936, and revised in 1939. Professor Smith has replaced Professors 
Parkins and Whitaker as editor, and several new contributors have replaced 
those of the earlier editions, but the character of the book has not been greatly 
changed. Facts and figures have been brought up to date, and most of the 
chapters are excellently and interestingly written. The book is an important 
contribution to our literature on land economics and conservation. The price 
may seem a bit high, but the publishers have used a high grade of paper, and 
there are many maps, graphs, and excellent illustrations. 

JouN Ise 

University of Kansas 


Labor 


Economics of Labor Relations. By Frevertc Meyers. (Chicago: Richard D. 
Irwin. 1951. Pp. xii, 435. Text ed., $5.00.) 

The number of texts available for the introductory course in labor relations 
is reaching flood-tide proportions. All the more, therefore, must each new 
book justify itself as providing a fresh interpretation of familiar material or 
an incorporation of previously undigested data. It is on the basis of the former 
standard that Professor Meyers justifies his Economics of Labor Relations. 

The approach which distinguishes this new text from its predecessors is 
its acceptance of the view that collective bargaining can be most fruitfully 
analyzed as a method of making business decisions arising in consequence of 
the employment relation. In the author’s words, “The center of our problem 
is the making of decisions in the labor market and by labor institutions. The 
organization of this book was derived from the emphasis on the decision-mak- 
ing process.” 

The content of the book is organized broadly as follows. Professor Meyers 
first discusses the factors leading individuals to choose whether or not to 
enter the working force, and then the influences determining their specific 
choice of jobs. In both instances he has emphasized the noneconomic forces 
at work. “Our analysis in terms of gradual cultural change would suggest that 
the labor force might be expected to be quite insensitive to differences in levels 
of income and employment.” “Undoubtedly some movement takes place, but 
if it is reluctant, unresponsive to classically assumed motivations, and plan- 
less in the setting of job differences, no degree of mobility will perform 
the purpose assigned to it by economic models.” 

Next, the characteristics of American employers are examined. The “typical 
American employer is a corporate employer, controlled by professional man- 
agement relatively independently of ownership.” Profitability is an important 
goal of such managements, but secondary to the objectives of continued in- 
dependence, security and status of the managerial group itself. Thus at the 
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start the author emphasizes that the decision-making process in which 
he is centrally interested is dominated by noneconomic forces. We en- 
counter once more the persisting and unfortunate dichotomy between eco- 
nomic theory, still largely resting on maximizing assumptions, and the spe- 
cialized fields of study, like labor, which increasingly stress a broader social 
conditioning of behavior patterns. Meyers has forthrightly followed the latter 
course, drawing on recent studies to support his choice. While I find myself 
in basic agreement, I had the uneasy feeling in reading this book that society 
was being somewhat too freely shorn of those economic motivations which we 
have for so long been told were controlling. 

There follows a rather sketchy discussion of individual bargaining, which 
leads into the subject of unions as decision-making institutions. A brief his- 
torical account of the rise of unionism in this country provides a basis for 
some significant generalizations about objectives, tactics, and patterns of 
growth. The succeeding chapter is given over to a discussion of characteristics 
of modern unionism, including an able presentation of the role of the local 
union, somewhat offset by an overbrief consideration of the national organiza- 
tion. Having thus been shown the parties to the decision-making process, we 
are next offered a nice description of the bargaining conference and some of 
the basic issues injected into it. 

The author’s approach leads him to regard labor legislation as social 
limitations on the bargaining process. First, there is legislation like the Norris- 
LaGuardia, Wagner, and Taft-Hartley Acts which affect the making of agree- 
ments. Here I would challenge the author’s almost wholly negative position 
with respect to the Taft-Hartley Act, a position which overlooks the genuine 
problems to which certain provisions of that Act were—if not happily—ad- 
dressed. A misinterpretation of the Act’s limitation on the Board’s discretion 
in defining the appropriate bargaining unit may suggest to some—though 
undoubtedly without warrant—that the author purposed to paint the 1947 
legislation in a black light. Second, there are the so-called protective laws such 
as child labor, wage and hour, accident compensation, social insurance, which 
serve as a limitation on the conteni of collective agreements. The rdle of 
strikes, arbitration and grievance procedures in the resolution of disputes has 
a chapter to itself. 

With the process thus described, we are next led to consider the workings 
of the process. The marginal productivity theory is offered by way of contrast 
to the author’s vigorous position that wages cannot be considered in abstrac- 
tion from the whole employment relationship. For my own part, I found this 
discussion on marginal productivity too brief to be convincing and clear—a 
consequence of the author’s fear of “beating a dead horse.”’ For example, 
his warning that “the student should be particularly aware of the internal 
inconsistencies of marginal productivity as a theory of employment” is pre- 
ceded by only a one or two-sentence exposition of those alleged inconsistencies. 
There is then presented “at least the bold outlines of a framework of analysis 
which the author considers to be useful.” This framework of analysis consists 
in the concurrent consideration of three elements applicable to both union 
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and management. The first is a “spectrum of demands,” ranging from wants 
with strong welfare (economic) connotations at one end of the spectrum to 
those with strong power connotations at the other end. The concept of such 
a spectrum is joined by an analysis of the pressures lying upon the union and 
management, inducing the relative emphasis at one end of the spectrum or 
the other, and finally by consideration of their relative bargaining positions or 
strengths. “If one has an understanding of the relative values of demands at 
several positions in the respective spectra of the parties and the pressures that 
they are able to bring to bear to enforce their positions, some measure of 
predictability as to the results of bargaining is possible.” This is a rather neat 
little framework of analysis for pedagogical or exploratory purposes, but the 
reference to its use for prediction endows it with a theoretical quality which 
is of course lacking. ' 

Five chapters then describe the results of the process portrayed. In one 
Meyers examines the structure of annual earnings, hourly earnings, regional 
wage differences, wage differences by sex and race and between industries, 
ending with a somewhat inadequate examination of the evidence as to whether 
unions have influenced wages through collective bargaining. Trade union 
wage policy is discussed largely within the terms of the Berkeley group, as 
a consequence of political pressures within and between unions. The effects of 
changing wage rates are analyzed in the firm, in the market or industry, be- 
tween industries, and in the economy at large. His conclusion is that, except 
for the firm in isolation, the effects of union wage actions are not identifiable. 
Supplementary wage practices are described, followed by a chapter detailing 
a variety of other provisions of collective agreements touching on the security 
of the individual and the union. 

Skipping over the section on political activity, we conclude with three 
chapters that summarize and restate the major theme—that the employment 
relation under unionization introduces a new method of decision-making, 
namely, the collective bargaining process. The final chapter on public policy 
presents Professor Meyer’s own convictions: “Our view of public policy is that 
it should serve to encourage the rapid extension of collective bargaining, leav- 
ing the parties as free as possible to make bargains within socially acceptable 
limits.” 

On the whole, this is a very teachable book and should be welcome to those 
who—as I do—conceive of collective bargaining as a method of making busi- 
ness decisions. In this respect it meets a need not heretofore supplied. There 
are a few drawbacks, to be sure, as in every book. At times the writing is un- 
even. A figure of speech (the “missionary” character of unionism) leads to a 
rather absurd interpretation of jurisdictional disputes on page 123. Some 
statements are stronger than the evidence warrants, and at times one has a 
feeling that there has been a “forced fit” of both fact and prediction to follow 
a predetermined plan, as, for example, when the Sherman Act is discussed 
as a restriction on the content of collective agreements, which it did not be- 
come until 1944, or when the Hutcheson case is made to appear as effective 
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protection against employer-union collusion. Such flaws are relatively minor, 
and I am sure that the book is one which most teachers of labor courses will 
examine with interest. 
W. CHAMBERLAIN 
Yale University 


De Loonvorming in de Moderne Volkshuishouding. (Wage Determination 
in the Modern Economy). By J. Pen. (Leiden: H. E. Stenfert Kroese’s 

Uitgevers-Maatschappij N. V. 1950. Pp. x, 322.) 

Despite the impressive number of Ph.D.’s in economics who specialize in 
the field of labor, the field is not generally held in high esteem by those whose 
interests are primarily “theoretical.”’ There are, of course, some notable excep- 
tions who are struggling to isolate labor economics from labor problems and 
to escape from the tradition of institutionalism in this field—a tradition that 
in extremis almost denies that in economic theory there is anything useful 
or pertinent to labor’s “problems.” Dr. Pen’s book on wage determination 
in the modern economy, subtitled a theory of collective bargaining, strength- 
ens the position of the economic theorists in this area. 

This short review note can only indicate the scope of Pen’s contribution. 
A fuller account, by no means detailed enough, appears as a summary in Eng- 
lish in the book itself. Briefly put, he suggests a theory of bargaining that 
explains the process by which the individual wage rate is agreed upon; or to 
quote from the summary, “. . . what factors determine the result of the 
wage bargains, given the ophelimity functions [union and employer preference 
schemes] ?” It thus follows the course charted by Jevons and Edgeworth who 
saw wage rates as resulting from the interaction of isolated pairs rather than 
from the impersonal forces of the perfectly competitive market. In providing 
the background for the development of his theory, Pen treats the reader to 
a penetrating survey of the appropriate literature. 

De Loonvorming . . . should be translated into English, for this will give 
the book the widespread critical attention it deserves and will insure that its 
readily acceptable features will be quickly incorporated into wage theory. 
Some of the remaining questionable aspects, then, will be subjected to the 
tests of controversy that have so often led to advances in economics. 

Wyt1zeE GorTER 

University of California, Los Angeles 


Readings in Labor Economics. By Francis S. Doopy. (Cambridge: Addison- 
Wesley Press, 1950. Pp. viii, 481. $3.75.) 


The recent appearance of books of readings in labor subjects is a sign that 
the labor field has attained at least the kind of respectability which is 
measured by volume of literature and the number and size of college courses. 
The present volume is small as books of readings go. It is designed to supple- 
ment a regular text and the price has been kept down by use of photographic 
reproduction methods. 
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The volume’s modest size and the editor’s decision to reproduce articles in 
full, only thirty-five articles in all, make the potential user very dependent 
upon the editor’s selective judgment. His emphasis is on wage subjects. Four- 
teen articles deal with structural, productivity, employment, and public-policy 
aspects of wages. Three more articles cover forms of wage payment. These 
seventeen articles account for well over half the pages in the book. Five 
articles deal with aspects of social security. Little more than a fourth of the 
volume is left for such areas of the field as the non-wage aspects of labor 
relations, labor law, and unionism. In fact, the last two areas are virtually 
not covered at all. This choice of materials does not reflect the prevailing inter- 
ests, needs, or capacities of the great majority of students this reviewer en- 
counters in his classes. 

A book of readings in labor unavoidably suffers from a rather high rate of 
obsolescence in these times of eventful change in the American labor scene 
and abundant new research output. In the present volume factual surveys of 
incentive, premium, sick leave, and vacation-pay practices suffer particularly 
from this difficulty. Even the summary report of the fact-finding board in 
the 1949 big steel dispute is beginning to seem ancient history. The impres- 
sion of obsolescence is heightened because much significant recent research 
in wages and industrial relations is not represented and because eighteen of 
the thirty-five articles date from 1945 or earlier. For example, the most recent 
of the articles on wages and productivity was written in 1946. Horace Davis’ 
article on the theory of union growth, the only article, incidentally, which even 
touches on the labor movement, was written in 1941. The principal articles on 
union wage policies were written in 1940, 1943, and 1945, respectively. 

One can question some of the editor’s selections on other grounds as well. 
Of the two articles on strikes, one is Dale Yoder’s detailed but inconclusive 
statistical comparison of strike data with various indices of economic change. 
One of the articles on wages and employment is a study by Waldo Fisher of 
wage, hour, employment, and output changes in the soft coal industry from 
1934 to 1937. The only analytical article on multi-employer bargaining is a 
discussion by David McCabe which is confined to the wage aspects of industry- 
wide systems. Each of these pieces has its own intrinsic merit as an academic 
inquiry but each lacks the general information or broad relevance which one 
looks for in books of this kind. These examples point up what is a serious 
and inherent shortcoming of all books of readings taken from academic jour- 
nals. Journal articles are not written for students and especially not for the 
students who are most likely to inhabit large university classes for which books 
of readings are intended. They tend to be too technical, to deal with one facet 
of a problem rather than the problem as a whole, to be more specific or de- 
tailed than is necessary for the general student, and to be written in a style 
and language which do not make for student interest or readability. 

As a final suggestion, it would add meaning to the readings if the authors 
were given brief identifications. 


Van D. KENNEDY 
Institute of Industrial Relations 
University of California, Berkeley 
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Population; Social Welfare and Living Standards 


The Population of India and Pakistan. By Ktncstey Davis. (Princeton: 
Princeton University Press. 1951. Pp. xvi, 263. $7.50.) 

This book by Kingsley Davis is the fifth of a series of studies on world 
population undertaken by the Office of Population Research of Princeton Uni- 
versity. The first four volumes dealt with the population of Europe, and 
specific areas within it; and upon publication took their places as definitive 
works on their respective regions. This latest volume does the same for India 
and Pakistan, and is to be followed by Irene Taeuber’s study of Japanese 
population. 

Since Professor Davis is a sociologist rather than an economist, his book 
is essentially a social study rather than an economic study, and only two 
late chapters are devoted primarily to economics. But for India such a distinc- 
tion between subjects, while valid otherwise, is not very meaningful in a 
study of potential economic and social development. Whereas in the West 
social problems or characteristics may often be treated as a constant in the 
short run in dealing with economic problems (especially since economic 
theory is based upon Western social concepts), for India this is difficult if not 
impossible. The problem of population—both size, potential growth, and com- 
position—is a major variable, if not tie major one, in any estimate of eco- 
nomic problems and future of the area. Furthermore, as already evidenced by 
prewar Japanese experience, social characteristics and attitudes will certainly 
color any program of economic development, and may seriously modify purely 
economic considerations. Professor Davis realizes this interrelationship, and 
constantly stresses the close connection between the social problems and their 
solution, and the economic problems. 

The study of population problems proper, which comprises the first twenty 
chapters of the book, is a model of its type. The major subjects treated are: 
size of population and past history, the birth and death rates and their varia- 
tions, estimates of future population growth, the problem of migration both 
external and internal, the growth and character of urban areas, levels of edu- 
cation and literacy, the caste system, and religion. In all of these fields this 
book will unquestionably be considered the best single American source of 
material for future students. But this section is far beyond a summation of 
existing statistics. It is also a detailed and careful critique of those statistics, 
and an imaginative treatment of the available statistics to develop whatever 
material may be present and to fill in the numerous gaps which exist. When 
this is finished it seems to this reviewer that there is little that can be added 
by a non-Indian. 

Furthermore, Professor Davis never treats his material in an isolated 
fashion. Rather he constantly emphasizes the relationship between the social 
variables he is discussing and economic problems; and he stresses the diffi- 
culty, if not impossibility, of dealing with any one of the variables, such as the 
death rate, without also considering economic changes and their effects. He 
also touches briefly upon the effects of such social characteristics as caste, 
the attitudes toward the village, religion, etc. upon economic change. It would 
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be a most valuable contribution for economists to examine the influence of 
these social variables upon such economic factors as entrepreneurship, capital 
formation, labor migration and turnover; and to compare the results with 
Western experience. 

The treatment of economics proper is restricted to the last two chapters 
and is primarily a brief summation, rather than a definitive study. While the 
reviewer in general agrees with the author’s conclusions, certain critical com- 
ments are worth making. First, the discussion of overpopulation in no place 
cites, or seems to use, the numerous economic analyses of the problem of 
“optimum” population which might have been valuable. Second, Professor 
Davis considers héavy capital-using industry as more desirable than light in- 
dustry. But he does not examine the fields in which India might have a com- 
parative advantage, nor whether concentration in heavy industries might be 
less economical and therefore possibly less desirable, since India has a great 
supply of labor relative to capital or land. Thirdly, the treatment of over- 
population on the farm is not complete if it essentially states that the farm 
crop—or a larger one—can be produced by fewer workers and more capital; 
existing or potential economic alternatives to farm work should also be pre- 
sented, and costs must be considered. 

But these considerations apart, one can only conclude that Professor Davis’ 
study is an indispensable addition to knowledge of the area, at the same time 
that it is a creative contribution to the study of social problems. And this re- 
view might well close by mentioning the ease of style which adds greatly to 


the readability of such a scholarly work. 


GEORGE ROSEN 
Washington, D.C. 


Unclassified 


Social Science Research Methods. By Witson Gee. (New York: Appleton- 
Century-Crofts. 1950. Pp. vii, 390. $4.00.) 

Difficult indeed is the task of an author who attempts a critical presenta- 
tion of the methods of the social sciences. The range of competence demanded 
for the task is only one of the hurdles to be surmounted. In the text under 
consideration, Wilson Gee has sought to meet the problem by assembling 
what amounts to a pastiche from authoritative writers in the several fields. In 
his preface he explains that “the extensive use of excerpts is made with delib- 
erate design and of necessity. It is impossible for one person to speak with 
authority on so wide a range of intellectual concern as this book represents. 
Most of the value which this volume has resides in the selection and organiza- 
tion of authoritative, pertinent, and provocative materials.” 

The author has obviously devoted much labor to sifting the literature for 
these excerpts and fitting them into an inclusive structure. The result, how- 
ever, seems to me hardly successful. The prospective social science student 
will be little more likely to interpret or devise research more intelligently for 
reading this book—if, indeed, he is not discouraged from any further contact 
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with what is likely to appear to him a dry, contentious, and unpromising 
business. 

The book starts by considering the nature, scope, and current trends of 
social science and the several social sciences. A trio of chapters then deal with 
the meaning of research, scientific method, and the logical methods common 
to scientific thought. There follow chapters on widely employed technical 
methods: the case method, the statistical method, the experimental method, 
and the survey method. A final chapter treats social science research organi- 
zation. 

The excerpts embodied in the volume present a virtual time-capsule of the 
controversies, admonitions, and pronunciamentos that have bulked large in 
social scientists’ talk about social science during the last thirty-odd years— 
with a disproportionately heavy weighting from the earlier portion of the 
period. The old controversies about the sense in which social science is or is not 
scientific, whether it should be normative or descriptive, whether it can or 
should seek prediction, etc., are all there. The author attempts to steer a 
judicious course among his authorities, in effect seeking to define the nature, 
common problems, and methods of the social sciences by consensus. 

For an already sophisticated student, there may be some value in retracing 
some of the lines of contention that have led to the present concerns of the 
social sciences. Neither the neophyte—for whom the book is clearly intended 
—nor the sophisticate, however, will gain from the book much sense of the 
framework of assumptions and methodology underlying the recent burst of 
theoretically oriented research in at least several of the social sciences. Speak- 
ing as a social psychologist with some familiarity with current developments 
in sociology, anthropology, and political science, I hopefully believe that we 
are in the process of outgrowing the stage of discussion represented in this 
book. The task of identifying for the beginning student and for the specialist 
the assumptions and strategies that are proving fruitful as we go about our 
common business of research and theory-building still needs doing. 

A word about the treatment of specific technical methods. Gee wisely re- 
stricts himself to broad categories of methods having a wide range of applica- 
tion, rather than attempting to treat more specialized techniques. Again, how- 
ever, his use of excerpts from authorities precludes a sharp treatment of the 
underlying assumptions of an approach, the principal areas of application, 
and the major pitfalls besetting the researcher who relies on it—though most 
of these considerations are embedded in one way or another in his materials. 
Important recent work is not reflected in at least some of his discussion. For 
example, his treatment of interview and survey methods relies entirely on 
writings about the older social survey, and does not take into account the 
development of the modern sampling interview survey and its associated 
questioning techniques. His treatment of the experimental method, devoted 
mainly to second-best approximations that are hardly experiments at all in the 
stricter sense, does not do justice to the promise and feasibility of strict ex- 
perimentation in the social sciences, as demonstrated only in recent years. No 
reference, thus, is made to the methods underlying the study of communica- 
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tion and group process by the foliowers of Kurt Lewin, “action-research” on 
existing programs of social change, or recent laboratory studies of economic 
behavior. 

But perhaps a more fundamental question needs to be raised. How are we 
to make our graduate students competent producers and critics of research 
in their own social science, and potential collaborators with other social sci- 
entists? Not, I fear, from a deductive survey in which scientific method is 
considered in one chapter and particular techniques, divorced from applica- 
tion, are treated in succeeding ones. The only satisfactory substitute for ex- 
perience in doing research, it seems to me, is the critical study of cases of 
actual reported research, in which methods are seen in context and their 
assumptions, consequences, and degree of appropriateness exposed for student 
evaluation. However valuable an abstract treatment of social science meth- 
odology might be as a summary of existing practice for the profession, its 
use as-@ text in graduate training would remain highly questionable. 

M. BREWSTER SMITH 

Vassar College 
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Dean, J. Capital budgeting—top management policy on plant, equipment, and product 
development. (New York: Columbia Univ. Press. 1951. Pp. x, 174. $5.) 

Doris, L. and FrrepMan, E. J. Corporate meetings, minutes, and resolutions. 3rd ed. (New 
York : Prentice-Hall. 1951. Pp. 1187. $12.50.) 

Fuvney, H. A. and Mriter, H. E. Principles of accounting—intermediate. 4th ed. (New 
York : Prentice-Hall. 1951. Pp. xiii, 975.) 

Gritespie, C. Accounting systems: procedures and methods. (New York: Prentice-Hall. 
1951. Pp. xli, 811. $6.50.) 

Hatt, C. A., Jr. Effects of taxation on executive compensation and retirement plans. (Bos- 
ton: Grad. School of Bus. Admin., Harvard Univ. 1951. Pp. xv, 365. $4.25.) 

MacNiece, E. H. Production forecasting, planning, and control. (New York: John Wiley 
and Sons. London: Chapman and Hall Ltd. 1951. Pp. xiii, 305. $5.50.) 

Moore, F. G. Production control. (New York: McGraw-Hill. 1951. Pp. xi, 455. $5.50.) 

Sanvers, T. H. Effects of taxation on executives. (Boston: Grad. School of Bus. Admin., 
Harvard Univ. 1951. Pp. xiii, 229. $3.25.) 

Trap, O. The art of administration. (New York: McGraw-Hill. 1951. Pp. xvi, 223. $3.75.) 

VatTEeR, W. J. The fund theory of accounting and its implications for financial reports. 
(Chicago: Univ. of Chicago Press. 1951. Pp. v, 123. $1.75.) 

Wates, H. G., editor. Changing perspectives in marketing. (Urbana: Univ. of Illinois. 1951. 
Pp. 303. $4.) 


Commerce américain et productivité—rapport de la Mission d’Etude des Structures et des 
Techniques Commerciales Américaines. (Paris: Presses Univ. de France. 1951. Pp. 356.) 


Industrial Organization and Markets; Public Regulation of Business 

Drmock, M. E. and Dimock, G. O. American government in action. Rev. ed. (New York: 
Rinehart and Co, 1951. Pp. xvi, 1004. $5.) 

ENGELMANN, F. Der kampf gegen die monopole in den USA, (Tiibingen: J. C. B. Mohr 
(Paul Siebeck). 1951. Pp. xvii, 198. DM 22.—) 

Hoap, W. H. Outline and source material for small business education. Domestic com- 
merce ser. no. 27. (Washington: Supt. Docs. 1951. Pp. 41.) 

NeEuMEYER, F. Monopolkontroll i USA. (Stockholm: Kooperativa Férbundets Bokfoérlag. 
1951. Pp. 255.) 

Nutter, G. W. The extent of enterprise monopoly in the United States, 1899-1939; a 
quantitative study of some aspects of monopoly. (Chicago: Univ. of Chicago Press. 1951. 
Pp. 169. $4.) 

Purcett, M. R. Interstate barriers to truck transportation; history and current status of 
regulations regarding size and weight, taxes and other selected phases that affect trucking. 

(Washington: Bur. of Agric. Econ. 1950. Pp. 117.) 
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Romeur, J. L’entreprise dans la vie économique. Collection “Que Sais-Je?” no. 477. (Paris: 
Presses Universitaires de France. 1951. Pp. 128.) 


Aluminum report of the subcommittee on Stu“y of Monopoly Power to the House Com- 
mittee on the Judiciary, 82nd Cong., Ist sess., Mar. 13, 1951. House rept. 255. (Wash- 
ington: Supt. Docs, 1951. Pp. 49.) 


The basis and development of fair trade; a compendium of the economics and the laws of 
fair trade, in operation in forty-five of the forty-eight states, Puerto Rico and Hawaii. 
2nd ed. (New York: Nat. Wholesale Druggists’ Assoc. 1950. Pp. 200.) 


Comments on “The divergence between plant and company concentration.” A report of 
the Federal Trade Commission. (New York: Nat. Assoc. of Manufacturers of the 
U.S.A., Research Dept. 1951. Pp. 15.) 


Conditions necessary for effective price-wage controls. A statement by the C.E.D. Program 
Committee. (New York: Committee for Econ. Development. 1951. Pp. 8.) 


Defense Production Act. Hearings, Joint Committee on Defense Production, 82nd Cong., 
1st sess. Progress reports: 
No. 4. Statements, letters of Michael V. DiSalle, Director, Office of Price Stabilization. 
No. 5. Statement of Charles F. Brannan, Secretary of Agric. and Michael V. DiSalle 
on cotton controls. 
No. 6. Statements, letters of Manly Fleischmann, Administrator, Nat. Production Au- 
thority, on the tax amortization program. 
No. 7. To hear Charles E. Wilson, Director, Office of Defense Mobilization on his 
Apr. 1 Report to the President, Apr. 4, 1951. 
No. 8. To hear William H. Harrison, Administrator, Defense Production Admin., Apr. 
12, 1951. Reviews current tax amortization policies. 
(All reports may be procured from the Supt. of Docs., Washington, D.C.) 


Defense Production Act amendments of 1951. Production expansion and inflation control. 
Extract from hearings, Senate Committee on Banking and Currency, 82nd Cong., 1st 
sess., statement by Leon H. Keyserling, chairman Council of Economic Advisers. (Wash- 
ington: Supt. Docs. 1951. Pp. 49.) 


The defense program and contract renegotiation. (Chicago: Machinery and Allied Products 
Inst. 1951. Pp. 32.) 


Economic policies for national defense. A report of the Committee on Econ. Policy. 
(Washington : Chamber of Commerce of the U.S.A. 1951. Pp. 36.) 


Federal records of World War II. Vol. 1, Civilian agencies. Vol. II, Military agencies. 
Published by General Services Admin., che National Archives. (Washington: Supt. Docs. 
1951, Pp. xii, 1073; 1061. $2.50. each.) 

A guide to archives materials on the various wartime agencies. 


Handbook emergency defense activities. Prepared by the Federal Register Div., Nat. 
Archives and Records Service. (Washington: Supt. Docs. 1951. Pp. 92.) 


Industrial manpower. Hearings before Senate Select Committee on Small Business, 82nd 
Cong., 1st sess., Mar. 6-22, 1951. (Washington: Supt. Docs. 1951. Pp. 121.) 


Industrial mobilization for war: history of the War Production Board and predecessor 
agencies, 1940-1945. Extracts from vol. 2, Materials and products. Reproduced, 4 pam- 
phlets. (Washington: Defense Production Admin. 1951.) 


Inquiry into the policies, procedure, and program involving granting of certificates of 
necessity and defense loans. Hearings before a subcommittee of the House Committee 
on Expenditures in the Executive Departments, 82nd Cong., Ist session., Mar. 19, 20, 
Apr. 5-23, 1951. (Washington: Supt. Docs. 1951. Pp. 400.) 


Investigation of the preparedness program. Tin—sixth report of the Preparedness Sub- 
committee of the Senate Committee on Armed Services, 82nd Cong., 1st sess. (Washing- 
ton: Supt. Docs. 1951. Pp. 56.) 
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Key materials: current supply and outlook. A round table discussion. Stud. in bus. econ. 
no. 28. (New York: Nat. Indus. Conference Board. 1951. Pp. 47.) 

Manpower planning for the emergency. Personnel policies forum survey no. 1. (Washing- 
ton: Bur, of Nat. Affairs. 1951. Pp. 25.) 

Meeting defense goals—a must for everyone. 2nd quarterly report to the President, July 1, 
1951 by the Director of Defense Mobilization. (Washington: Supt. Docs. 1951. Pp. iv, 
48. 30c.) 

Mobilizing production for national defense. Production ser. no, 195. (New York: Am. 
Management Assoc. 1951. Pp. 40.) 

The need for industrial dispersal. Materials prepared by the committee staff for the Joint 
Committee on the Economic Report, 82nd Cong., 1st sess. (Washington: Supt. Docs. 
1951.) 

Price discrimination—defense under Robinson-Patman Act. Report to accompany S. 719, 
Senate Committee on the Judiciary, 82nd Cong., 1st sess. Senate rept. 293. (Washington: 
Supt. Docs. 1951. Pp. 18.) 

Study of monopoly power. Hearings before the Subcommittee on Monopoly Power of the 
House Committee on the Judiciary, 82nd Cong., 1st sess. Pt. 1, Aluminum. Pt. 2, The 
divergence between plant and company concentration. (Washington: Supt. Docs, 1951.) 

Third annual report on the national industrial reserve, under Public Law 883, 80th Cong., 

1 Apr. 1951. (Washington : Munitions Board. 1951. Pp. 83.) 


Public Utilities; Transportation; Communications 

Casey, R. J. and Doveras, W. A. S. The Lackawanna story; the first hundred years of 
the Delaware, Lackawanna and Western Railroad. (New York: McGraw-Hill. 1951. Pp. 
223. $4.) 

CremEns, E. W. Economic and public utilities. Century stud. in econ. (New York: Apple- 
ton-Century-Crofts. 1950. Pp. 779. $5.75.) 

CunninGHAM, W. G. The aircraft industry—a study in industrial location. (Los Angeles: 
Lorrin L. Morrison, 1951. Pp. xvi, 247. $6.) 

Foster, J. R. and Robey, B. S., Jr. Public utility accounting. (New York: Prentice-Hall. 
1951. Pp. xxii, 690. $7.50.) 

Kerr, T. H. Natural gas in Ohio; a history. Ohio State Univ. stud., eng. ser., vol. 19, no. 5. 
Eng. Exp. Stat. cir. no. 52. (Cincinnati: Hebrew Union College, Jewish Inst. of Religion. 
1950. Pp. 116. $1.) 

McCarty, J. F. Highway financing by the toll system. 1951 legislative problems, no. 3. 
(Berkeley: Univ. of California, Bur. of Pub. Admin. 1951. Pp. 34. $1.) 

Annual report for the year ended Dec. 13, 1950 of the New York Power Authority. (Al- 
bany : New York State Power Authority. 1951. Pp. 16.) 

Legislative program and statement of policies of Civil Aeronautics Board. Hearings before 

the Senate Committee on Interstate and Foreign Commerce, 82nd Cong., 1st sess., Mar. 

15, 1951, (Washington: Supt. Docs. 1951. Pp. 44.) 


Industry Studies 


Ketty, B. The prefabrication of houses—a study by the Albert Farwell Bemis Foundation 
of the prefabrication industry in the United States. (New York and Cambridge: John 
Wiley and Sons and Technology Press of M.LT., jointly. 1951. Pp. xxii, 466. $7.50.) 

KurreL_Meyver, L. H. The potash industry; analysis of recent developments in the economics 

of the potash industry with particular reference to Carlsbad, New Mexico. Univ. of 

New Mexico, Dept. of Govt., Div. of Research, pub. 27. (Albuquerque: Univ. of New 

Mexico. 1951. Pp. 89. $1.50.) 
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Lang, F. C., with collaboration of Cour, B. D., Fiscner, G. J., Tyrer, D. B. Ships for 
victory—a history of shipbuilding under the U. S. Maritime Commission in World War 
II. (Baltimore: The Johns Hopkins Press, 1951. Pp. xxii, 881. $12.50.) 


Land Economics; Agricultural Economics; Economic Geography 


Barnett, H. J. Energy uses and supplies, 1939, 1947, 1965. Bur. of Mines circular no. 
7582. (Washington: Bur. of Mines. 1951. Pp. 53.) 


Bennion, H. S. Comments on vol. I of the report of the President’s Water Resources 
Policy Commission (“A water policy for the American people”). (New York: Edison 
Electric Inst. 1951. Pp. 105.) 


Beuscuer, J. H. Farm law in Wisconsin. (Appleton, Wis.: C. C. Nelson Pub. Co. 1951. 
Pp. x, 388. $4.) 


Bocur, D. J. State economic areas; a description of the procedure used in making a func- 
tional grouping of the counties of the United States. (Washington: Supt. Docs. 1951. Pp. 
96.) 


Breese, G. Industrial land use in Burlington County, New Jersey. (Princeton: Bur. of 
Urban Research, Princeton Univ. 1951. Pp. v, 89, and maps. $1.75.) 


Firestone, O. J. Residential real estate in Canada. (Toronto: Univ. of Toronto Press. 
1951. Pp. xxii, 514. $5.) 


Hecut, R. W. and Barton, G. T. Gains in productivity of farm labor. U. S. Dept. of 
Agric., tech. bull. 1020. (Washington : Supt. Docs. 1950. Pp. 121.) 


Ir10on, H., compiler. The principal laws relating to the establishment and administration 
of the national forests and to other forest service activities. Dept. of Agric., agric. hand- 
book no. 20. (Washington: Supt. Docs. 1951. Pp. 30.) 


Larson, A. L. Agricultural marketing. (New York: Prentice-Hall. 1951. Pp. xiv, 519. $5.25) 


TowNsHEND-Rose, H. The British coal industry. (New York: Macmillan. London: George 
Allen and Unwin Ltd. 1951. Pp. 162. $3.) 


Warrter, W. C. and Tretocan, H. C. Agricultural market prices. 2nd ed. (New York: John 
Wiley and Sons. London: Chapman and Hall. 1951. Pp. ix, 440. $5.25.) 


Warraker, J. R. and AckerMan, E. A. American resources; their management and con- 
servation. (New York: Harcourt. 1951. Pp. 507. $6.75.) 


WituiaMs, A. N. The water and the power; development of the five great rivers of the 
West. (New York: Duell, Sloan and Pearce. 1951. Pp. 378.) 


ZIMMERMAN, E. W. World resources and industries—a functional appraisal of the avail- 
ability of agricultural and industrial materials. Rev. ed. (New York: Harper and Bros. 
1951. Pp. xvi, 832. $7.50.) 

The revision of this standard incorporates up-to-date factual materials and improve- 
ments in organization and presentation. 


Agricultural statistics 1950. Dept. of Agric. pub. (Washington: Supt. Docs. 1950. Pp. 791.) 


Cooperative housing, United States, Denmark, Holland, Great Britain, Norway, France, 
Switzerland, Sweden; a bibliography on housing built or managed cooperatively. Suppl. 
no. 1. (Washington: Housing and Home Finance Agency, Office of the Administrator. 
1951, Pp. 21.) 


Defense Housing Act. Hearings, Senate Committee on Banking and Currency, 82nd Cong., 
Ist sess., on $.349, Jan. 16-Feb. 28, 1951. (Washington: Supt. Docs. 1951. 2 pts.) 


General study of irrigation and reclamation problems. Hearings before the House Commit- 
tee on Interior and Insular Affairs, 82nd Cong., Ist sess., Feb. 12 and 14, 1951. (Wash- 
ington : Supt. Docs. 1951. Pp. 198.) 


Housing and town and country planning. U.N. pub., sales no. 1950. IV. 6, Dept. of Soc. 
Affairs bull., no. 4. (New York: Columbia Univ. Press. 1950. $1.50.) 
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The housing situation—1950; an analysis of preliminary results of the 1950 housing census. 
Housing and Home Finance Agency doc. (Washington: Supt. Docs. 1950. Pp. 30.) 

The New England economy—a report to the President transmitting a study initiated by 
the Council of Economic Advisers and prepared by its Committee on the New England 
Economy. (Washington: Supt. Docs. 1951. Pp. xxxvi, 205. 55¢c.) 

Proceedings of the. seventh international conference of agricultural economists, held at 
Stresa, Italy, August 1949. (New York: Oxford Univ. Press. 1950. Pp. xii, 372. $5.) 

Views and recommendations of State of California on proposed report of the Secretary of 
Interior on North Fork Kings River development, Central Valley Basin Plan, California— 
review of federal reports pursuant to Public law 534, 78th Cong., 2nd sess. (Sacramento: 
Dept. of Public Works. 1950. Pp. 70.) 


Yearbook of forest products statistics, 1950. (Washington: U.N. Food and Agric. Organi- 
zation. 1950. Pp. 183.) 


Labor 


CHAMBERLAIN, N. W. Collective bargaining. (New York: McGraw-Hill. 1951. Pp. 541. $6.) 


Cotton, J. Compulsory labor arbitration in France, 1936-1939. (New York: King’s Crown 
Press, Columbia Univ. 1951. Pp. x, 220. $3.25.) 

Derser, M., editor. Proceedings of the third annual meeting, Industrial Relations Research 
Association, Chicago, Illinois, December 28-29, 1950. (Madison, Wis.: Indus. Relations 
Research Assoc. 1951. Pp. ix, 388.) 

FisHer, P. Works councils in Germany. Visiting expert ser. no. 18. (New York: Office of 
Lab. Affairs, Office of High Commissioner for Germany, APO 757-A. 1951. Pp. 43.) 
Gunzperc, E., Grnspurc, S. W., Axecrap, S., and Herma, J. L. Occupational choice—an 
approach to a general theory. (New York: Columbia Univ. Press. 1951. Pp. ix, 271. 

$3.75.) 

Goptng, M. R. The labor problem in the public service; a study in political pluralism. 
(Cambridge: Harvard Univ. Press. 1951. Pp. 317. $5.) 

Hatsey, G. D. Selecting and inducting employees. (New York: Harper and Bros. 1950. 
Pp. 361. $4.50.) 

HarpMan, J. B. S. and Neuretp, M. F., editors. The house of labor—internal operations 
of American unions. Prepared under the auspices of the Inter-Union Inst. (New York: 
Prentice-Hall. 1951. Pp. xviii, 555. $5.75.) 

Jounson, R.S. A study of people who have exhausted unemployment benefits in an active 
labor market. Michigan Bus. rept. 19. (Ann Arbor: School of Bus. Admin., Univ. of 
Michigan. 1951. Pp. 61. Gratis.) 

Merritt, W. G. Destination unknown—fifty years of labor relations. (New York: Pren- 
tice-Hall. 1951. Pp. x, 454. $4.25.) . 


i 
Miter, G. W. Problems of labor. (New York: Macmillag. 1951. Pp. xvi, 560. $5.) 
Mvukerjee, R. The Indian working class. 3rd ed., rev. arid enlarged. (New York: W. S. 
Heinman, 1951. Pp. 425. $5.) 
Myers, C. A. Industrial relations in Sweden—some comparisons with American experience. 
(Cambridge: The Technology Press, Mass. Institute of Technology. 1951. Pp. viii, 112.) 
Peterson, F. Survey of labor economics. Rev. ed. (New York: Harper and Bros, 1951. 
Pp. xvii, 871. $5.) 
Ranote, C. W. Collective bargaining—principles and practices. (Boston: Houghton Mifflin. 
1951. Pp. xii, 740. $6.) 
Srmwons, J. F. You and labor law; a law primer. (New York: Prentice-Hall. 1950. Pp. 
156. 50c.) 
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Stavick, F, The operation of sickness benefit plans in collective bargaining. (Princeton: 
Indus. Relations Sec., Princeton Univ. 1951. Pp. 109.) 


Witney, F. Government and collective bargaining. Lippincott ser. in labor econ. and indus. 
relations, edited by J. Shister. (Philadelphia: J. B. Lippincott Co. 1951. Pp. viii, 741.) 


Wricnut, D. McC., editor. The impact of the union: eight economic theorists evaluate the 

labor union movement. (New York: Harcourt, Brace. 1951. Pp. ix, 405. $4; text ed., $3.) 

An edited report of the Inst. on the Structure of the Labor Market held at the Amesi- 

can Univ., Washington, D.C., May, 1950. Contributing economists were J. M. Clark, 

G. Haberler, F. H. Knight, K. E. Boulding, E. H. Chamberlin, M. Friedman, D. McC. 
Wright, and P. A. Samuelson. 


Yover, D. You and unions. Life adjustment booklet. (Chicago: Science Research Asso- 
ciates. 1951. Pp. 48. 40c.) 


Annual digest of state and federal labor legislation, Jan. 1, 1950-Nov. 1, 1950. Bur. of Lab. 
Standards, bull. no. 143. (Washington: Supt. Docs, 1951. Pp. 52.) 


Cost of living wage adjustments in collective bargaining; recent developments, texts of 
selected escalator clauses, brief description of the consumer’s price index, Sept. 1950. 
Rev. Jan. 1951. (Washington: Bur. of Lab. Statistics. 1951. Pp. 20.) 


The disputes functions of the Wage Stabilization’ Board, 1951. Report of the Subcommittee 
on Labor and Labor Management Relations of the Senate Committee on Labor and 
Public Weifare, 82nd Cong., 1st sess. (Washington: Supt. Docs. 1951. Pp. 11.) 


Farm labor investigations. Hearings before the House Subcommittee on Farm Labor of 
the Committee on Agric., 81st Cong., 2nd sess. (Washington: Supt. Docs. 1951. Pp. 260.) 


Farm labor program. Hearings before the Senate Committee on Agric. and Forestry, 82nd 
Cong., 1st sess. (Washington: Supt. Docs. 1951. Pp. 188.) 


General wage increases in manufacturing, 1948-1950. I. Production workers. I. Clerical 
workers. Stud. in labor statistics no. 5. (New York: Nat. Indus. Conference Board. 1951. 
Pp. 20.) 


International Labor Office publications, Geneva, Switzerland : 

Report of the director-general. Rept. I, Internat. Labour Conference, 34th sess., Geneva, 
1951. Pp. vi, 155. 

Coal Mines Committee : 
Record of the third session (Pittsburgh, April 1949). Pp. iv, 116. 
General report. 4th sess. Geneva, May, 1951. Pp. iv, 108. 
Productivity in coal mines. 4th sess., Geneva, May, 1951. Pp. vi, 178. 

Co-operation between public authorities and employers’ and workers’ organisations. 
Rept. VI, Internat. Labour Conference, 34th sess., Geneva, 1951. Pp. 168. 

Co-operation in industry. Stud. and repts. n.s. no. 26. 1951. Pp. iv, 238. 

Equal remuneration ‘jor men and women workers for work of equal value. Rept. VII 
(2), Internat. Labour Conference, 34th sess., Geneva, 1951. Pp. 89. 

Industrial relations: 1, Collective agreements; 1, Voluntary conciliation and arbitration. 
Rept. V (2), 34th sess., Geneva, 1951. Pp. 71. 

Minimum wage fixing machinery in agriculture. Rept. VIII (2), 34th sess., Geneva, 
1951. Pp. 41. 

Objectives and minimum standards of social security. Rept. IV (2), 34th sess., Geneva, 
1951. Pp. 364. 


The joint employee rating plan of the P. J. Ritter Company and Local 56, Meat and 
Cannery Workers Union, AFL. Case stud. of co-operation between labor and manage- 
ment no. 2. (New Brunswick: Inst. of Management and Lab. Relations, Rutgers Univ. 
1951. Pp. 54.) 


Labor participation in defense mobilization. Report of the subcommittee on Labor and 
Labor-Management Relations of the Senate Committee on Labor and Public Welfare, 
82nd Cong., Ist sess. (Washington: Supt. Docs. 1951. Pp. 11.) 
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Migratory labor in American agriculture. Report of the President’s Commission on Migra- 
tory Labor. (Washington : Supt. Docs. 1951. Pp. 188.) 


Population; Social Welfare and Living Standards 

Burns, A. F. Looking forward. Thirty-first annual report. (New York: Nat. Bur. of 
Econ. Research. 1951. Pp. 60.). 

Kiem, M. C. Industrial health and medical programs. (Washington: Federal Security 
Agency, Pub. Health Service, Div. of Indus. Hygiene. 1951. Pp, 397.) 

Macponatp, L. Current issues in social security. (New York: Inst. of Lab. Relations and 
Social Security, New York Univ. 1951. Pp. 147.) 

PENDELL, E. Population on the loose. (New York: Wilfred Funk Inc. 1951. Pp. xxiii, 398. 
$3.75.) 

Punexar, S. D. Social insurance for industrial workers in India. Univ. of Bombay pub., 
econ. ser. no. 4. (New York: Oxford Univ. Press. 1951. Pp. xvi, 228. $3.) 

Sistey, E. Support for independent scholarship and research. (New York: Soc. Sci. Res. 
Council. 1951. Pp. xv, 116. $1.25.) 

Wanper, H. The importance of emigration for the solution of population problems in 
western Europe. (The Hague: Martinus Nijhoff. 1951. Pp. 63. 2,75 f.) 

Wrrte, E. E. Five lectures on social security. Presented in the School of Medicine, Univ. 
of Puerto Rico, Nov., 1950. (Rio Piedras: Lab. Relations Inst., Univ. of Puerto Rico. 
1951. Pp. 74.) 

Bevolkerungsbewegung in der Schweiz (Mouvement de la population en Suisse) 1945-1948. 
Tabellen—tableaux. Statistische quellenwerke der Schweiz. Heft 225. (Bern: Eiden- 
gendssisches Statistisches Amt [Bureau Federal de Statistique]. 1950. Pp. 304.) 

Bevolkerungsbewegung in der Schweiz (Mouvement de la population en Suisse) 1945-1948. 
Text. Statistische quellenwerke der Schweiz. Heft. 224. (Bern: Eidengendssisches Statis- 
tisches Amt [Bureau Federal de Statistique]. 1951. Pp. 107.) 

The Canadian Social Science Research Council—tenth annual report 1949-1950. (Ottowa: 
Canadian Soc. Sci. Research Council. 1951. Pp. 27.) 

Demographic yearbook 1949-1950. U.N. pub. 1951.XIIL.1. (New York: Columbia Univ. 
Press. 1951. Pp. 558.) 

Family budget of city worker, Oct. 1950. Bur. of Lab. Statistics, bull. no. 1021. (Washing- 
ton: Supt. Docs. 1951. Pp. 6.) 


The 1950 Social Security Act. (New York: Prentice-Hall. 1951. Pp. 127. $1.50.) 


Unclassified Items 


Cuasg, S., in collaboration with M. T. Chase. Roads to agreement—successful methods in 
the science of human relations. (New York: Harper and Bros. 1951. Pp. xiii, 250. $2.75.) 


Weaver, J. C. and Lukermann, F. E. A world statistical survey of commercial produc- 
tion. (Minneapolis: Burgess Pub. Co. 1950. Pp. v, 146. $4.) 


A selected inventory of periodical publications. Unesco pub. 798, Prepared by the dept. of 
soc. sciences, Unesco, with collaboration of Jean Meyriat, Documentation Services of 
the Foundation Nationale des Sci. Pol. (Paris: Unesco. 1951. Pp. 129.) 
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PERIODICALS 


Economic Theory; General Economics 
Ack.ey, G. The multiplier time period. Am. Econ. Rev., June, 1951. Pp. 19. 
. The wealth-saving relationship. Jour. Pol. Econ. Apr., 1951. Pp. 8. 

Brunner, K. Inconsistency and indeterminacy in classical economics. Econometrica, Apr., 
1951. Pp, 22. 

Buop, E. C. Factor demand with variable cooperating factors. Am. Econ. Rev., June, 1951. 
Pp. 3. 

CHECKLAND, S. G. Economic opinion in England as Jevons found it. Manchester School 
Econ. and Soc. Stud., May, 1951. Pp. 27. 

Esteves, V. R. La teoria clésica y la evolucién econdmica. E) Trimestre Econ., Apr.-June, 
1951. Pp. 11. 

Feis, H. Keynes in retrospect. Foreign Affairs, July, 1951. Pp. 14. 

ForstMann, A. Uber statik, dynamik und liquiditat. Jahrb. f. Nationalék. und Statistik, 
Apr., 1951. Pp. 16. 
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8. 

Parks, W. R.. Political and administrative guide-lines in developing public agricultural 
policies. Jour. Farm Econ., May, 1951. Pp. 12. 

Scuuttz, T. W. A framework for land economics—the long view. Jour. Farm. Econ., 
May, 1951. Pp. 12. 

Wuurrre, W. Comprehensive plan for the Columbia basin. Am. Soc. of Civil Engineers, 
Nov., 1950. Pp. 23. 

Wricox, W. W. Effects of farm price changes on efficiency in farming. Jour. Farm Econ., 
Feb., 1951. Pp. 11. 

Management of public land resources. Yale Law Jour., Mar., 1951. Pp. 28. 


Labor 


Azuma, M. Labor legislation in Japan. Annals of the Hitotsubashi Academy, Apr., 1951. 
Pp. 15. 

Frexner, J. A. Labor-management relations in Scandinavia. Mo. Lab. Rev., May, 1951. 
Pp. 5. 

Heriiuy, A. J. Work stoppages during 1950. Mo. Lab. Rev., May, 1951. Pp. 9. 

Jounson, D. G. Functioning of the labor market. Jour. Farm. Econ., Feb., 1951. Pp. 12. 

Karson, M. The Catholic Church and the political development of American Trade Union- 
ism. Indus. and Lab. Rel. Rev., July, 1951. Pp. 16. 

Know tes, K. G. J. C. and Rosertson, D. J. Differences between the wages of skilled and 
unskilled workers, 1880-1950. Bull. Oxford Univ. Inst. of Stat:, Mar., 1951. Pp. 19. 

Kramer, L. M. and Nrx, J. Wage escalators and the adjusted CPI. Mo. Lab. Rev., May, 
1951. Pp. 5. 

Marriott, R. Socio-psychological factors in productivity. Occupational Psychology, Jan., 
1951. Pp. 10. 

MueE ter, F. W. Trends in wages in 1950. Mo. Lab. Rev., June, 1951. Pp. 4. 

Rees, A. Wage determination and involuntary unemployment. Jour. Pol. Econ., Apr., 
1951. Pp. 11. 

. Wage determination in the steel industry. Am. Econ. Rev., June, 1951. Pp. 16. 

SrurMTHAL, A. Comments on Selig Perlman’s “A Theory of the Labor Movement.” Indus. 

and Lab. Rel. Rev., July, 1951. Pp. 14. 
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Utman, L. Union wage policy and the supply of labor. Quart. Jour. Econ., May, 1951. 
Pp. 15. 

Warkins, G. S., editor. Labor in the American economy. Annals Am. Acad. Pol. and Soc. 
Sci., Mar., 1951. Pp. 206. 

Labor market developments. Fed. Res. Bull., June, 1951. Pp. 11. 


Population; Social Welfare and Living Standards 


Dominepd, F. M. Emigrazione internazionale e emigrazione di mano d’opera. La Comunita 
Internaz., Jan., 1951. Pp. 7. 

Drucker, P. F. Population trends and management policy. Harvard Bus. Rev., May, 
1951. Pp. 6. 

FruMkIn, G. Pre-war and post-war treads in manpower of European countries. Popula- 
tion Studies, vol. IV, no. 2, Sept., 1950. Pp. 32. 

Hacoop, M. J. and Srecer, J. S. Projections of the regional distribution of the population 
of the U.S. to 1975. Agric. Econ. Research, Apr., 1951. Pp. 12. 

Krzirncswort, C. C. and ScHroeper, G. Long-range cost estimates for old-age insurance. 
Quart. Jour. Econ., May, 1951. Pp. 15. 

Mrnocucat, T. The over-population problem in post-war Japan. Annals of the Hitotsubashi 
Academy, Apr., 1951. Pp. 9. 

Ouxawa, K. Measurements of standards of living of the working classes in Japan. Annals 
of the Hitotsubashi Academy, Apr., 1951. Pp. 18. 

Price, D. O. Some socio-economic factors in internal migration. Social Forces, May, 
1951. Pp. 7. 

A discussion on the reports of the Royal Commission on Population. Opened by A. Carr- 
Saunders, H. Henderson, G. Maddex, K. B. E., and D. V. Glass. Jour. Royal Stat. Soc., 
vol. CXIV, pt. I, 1951. Pp. 12. 

Financial review of the operation of the French social security system in 1949. Internat. 
Lab. Rev., Apr., 1951. Pp. 10. 
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NOTES 


SIXTY-FOURTH ANNUAL MEETING OF THE 
AMERICAN ECONOMIC ASSOCIATION 


Hotel Statler, Boston, Massachusetts, December 26-29, 1951 
Preliminary Announcement of the Program 
Wednesday, December 26 
12:00 m. Luncheon Meeting of the Executive Committee 
2:30 p.m. INTERNATIONAL TRADE THEORY 
Chairman: R. B. Bryce, Department of Finance, Ottawa, Canada 


Papers: The Present State of the Theory of International Values 
Jacos Viner, Princeton University 
Title to be announced. 
ARTHUR SMITHIES, Harvard University 


Discussion: G. A. Ertiott, University of Toronto 
J. J. Potax, International Monetary Fund 


AGRICUL, URE DURING REARMAMENT: Joint session with American 
Farm Economic Association 
Chairman: Txeopore W. ScHvttz, University of Chicago 
Papers: Appraising the Demand for American Agricultural Output 
Etmer J. Workinc, University of Illinois 
American Agricultural Policy During Rearmament 
Kart Branpt, Food Research Institute 


Discussion: H. Vanderbilt University 
KENNETH H. Parsons, University of Wisconsin 


8:00 p.w. AMERICAN FOREIGN AID PROGRAMS 
Chairman: Howarn S. Etuts, University of California 


Papers: European Recovery and the Problems Ahead 
Ricuarp M. Bissett, Jr., Massachusetts Institute of Technology 
Raw Materials, Rearmament, and Economic Development 
Epwarp S, Mason, Harvard University 


Discussion: Don D. Humpurey, Duke University 

Wa ter S. SaLant, Council of Economic Advisers 
GOVERNMENTAL POLICY ON BUSINESS PRACTICES 
Chairman: THeEopore J. Kreps, Stanford University 


Papers: Anti-Trust Policy During Rearmament 
Corwin D. Epwarops, Federal Trade Commission 
Government Aid to Business Expansion 
Epwarp C. Wetsu, Reconstruction Finance Corporation 


Discussion: Metvin pe CHAzEAv, Cornell University 
Kermit Gorpon, Williams College 
Thursday, December 27 
9:30 am. ECONOMIC THEORY AND PUBLIC POLICY 

Chairman: Jorn M. Crarx, Columbia University 
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2:30 P.M. 
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Papers: The Future of Economic Liberalism 
Overton H. Taytor, Harvard University 
An Historian’s Perspective on Modern Economic Theory 
W. W. Rostow, Massachusetts Institute of Technology 
Discussion: Vincent W. BiapEn, University of Toronto 
Pau. T. Homan, University of California at Los Angeles 


ECONOMIC PROBLEMS OF MILITARY MOBILIZATION 
Chairman: Donato H. Wattace, Princeton University 
Papers: The Planning of Military Requirements 
Cot. Gzorce A. Lincorn, United States Military Academy 
Procurement Policies—World War II and Today 
Joun Perry Miter, Yale University 
Discussion: Harry E. Hower, New York City 
J. Pair Wernette, University of Michigan 


REGIONAL ECONOMICS: Round table joint session with the Econometric 
Society 
Chairman: Carvin B. Hoover, Duke University 
Paper: Title to be announced 
RuTLepDcE Vin1no, University of Virginia 
Discussion: Morris E. Garnsey, University of Colorado 
Epcar M. Hoover, Council of Economic Advisers 
Streran Ropock, Tennessee Valley Authority 
Harry S. Scowartz, Federal Reserve Bank of San Francisco 
NATHANIEL WALLMAN, University of New Mexico 


ISSUES IN METHODOLOGY: Joint session with the Econometric Society 
Chairman: Fritz Macuuvp, The Johns Hopkins University 
Papers: The Impact on General Economics of More Realistic Theories of 
the Firm 
K. E. Boutprne, University of Michigan 
Institutionalism and Empiricism in Economics 
Frank H. Knicut, University of Chicago 
Economic Theory and Mathematics—An Appraisal 
Paut A. SAMUELSON, Massachusetts Institute of Technology 
Attan G, Grucay, University of Maryland 
W. W. Leontier, Harvard University 
Another to be announced 


INFLATION CONTROL IN THE UNITED STATES 


Chairman: Epw1n G. Nourse, Washington, D.C. 
Papers: Recent Experience with Monetary-Fiscal Measures 
Wooptier THomas, Federal Reserve Board 
Reflections on a Year of Price Controls 
G. GrirritH Jonson, Economic Stabilization Agency 
Discussion: Atpert G. Hart, Columbia University 
R. B. Hertesower, Northwestern University 


PUBLIC UTILITIES, TRANSPORTATION, AND SPATIAL ORGANIZA- 
TION (Program prepared by C. Emery Troxel, Chairman of Transportation 
and Public Utilities Section) 

Chairman: C. Emery Troxer, Wayne University 

Papers: Criteria for the Establishment of an Optimum Transportation 

System 
Ratrx L. Dewey, Ohio State University 
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NOTES 


The Optimum Geograpaic Size of a Rate-Making Unit for 
Electricity 
F, Kennepy, Santa Barbara College 
Discussion: Epmunp A. NIGHTINGALE, University of Minnesota 
Josern R. RANsMEIER, Dartmouth College 
8:30 PRESIDENTIAL ADDRESS 
Joun H. WittuaMs, Harvard University 


Friday, December 28 


9:30 am. FISCAL THEORY 
Chairman: Roy Bioven, Council of Economic Advisers 
Papers: An Appraisal of Current Fiscal Theory 
Paut J. StRAYER, Princeton University 
The Anti-Inflationary Implications of Alternative Forms of Taxa- 
tion 
Ricwarp B. Goope, University of Chicago 
Discussion: Cart S, SHovp, Columbia University 
Harotp M. Somers, University of Buffalo 


THE THEORETICAL ANALYSIS OF ECONOMIC GROWTH 


Chairman: Harotp A. Innts, University of Toronto 
Papers: The Theoretical Analysis of Economic Growth—An Econometric 
Approach 
Evsey D. Domar, The Johns Hopkins University 
Economic Growth—Econometric Models in Relation to the Social 
Setting 
Davi M. Waicut, University of Virginia 
Discussion: THomas C. SCHELLING, Office of Special Assistant to the President 
JoserH J. Spencier, Duke University 


WAGES, MANPOWER, AND REARMAMENT: Joint session with the In- 
dustrial Relations Research Association 

Chairman: J. Douctas Brown, Princeton University 
Papers: Wage Stabilization 

Crark Kerr, University of California 

Problems in the Allocation of Manpower 

Haser, University of Michigan 
Discussion: Date Yoover, University of Minnesota 
Another to be announced 


12:15 p.m. LUNCHEON MEETING: Joint session with the American Finance Association 


Chairman: To be announced 
Speaker to be announced 


2:30 p.m. GENERAL FACTORS IN ECONOMIC GROWTH IN THE UNITED 
STATES: Joint session with the American Statistical Association 
Chairman: AxtHur F. Burns, Columbia University and National Bureau of 
Economic Research 
Papers: Relation of Capital Formation to National Product 
Smson Kuznets, University of Pennsylvania and National 
Bureau of Economic Research 
Secular Change in Income Distribution 
Georrrey H. Moore, National Bureau of Economic Research 
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The Réle of Productivity in Economic Growth 
Freperick C, Mrits, Columbia University and National Bureau 
of Economic Research 


Discussion: James S. DueseNBERRY, Harvard University 


FRANK R. GarFIELD, Federal Reserve Board 
Raymonp W. Go.psmiTH, Washington, D.C. 


RECENT DEVELOPMENTS IN UNITED STATES MONETARY POLICY: 
Joint session with the American Finance Association 
Chairman: Aurrep C. NEAL, Federal Reserve Bank of Boston 
Papers: Integrating Debt Management and Open Market Operations 
Rosert V. Rosa, Federal Reserve Bank of New York 
Direct Control over Bank Portfolios as an Instrument of Monetary 
Control 
LawrENce H. Sertzer, Wayne University 
An Appraisal of Selective Credit Controls 
R. J. Sautnier, Barnard College 


Discussion: Howarp R. Bowen, University of Illinois 
Lester V. CHANDLER, Princeton University 
Paut W. McCracken, University of Michigan 

VALUE THEORY 

Chairman: Epwarp H. Harvard University 


Papers: A Rehabilitation of Partial Analysis 
Me vin W. Reper, Stanford University 
Dynamic Aspects of Oligopoly Price Theory 
Cart Kaysen, Harvard University 
Discussion: GARDNER ACKLEY, Office of Price Stabilization 
Jor S. Barn, University of California 
ANNUAL BUSINESS MEETING 


BOSTON POPS ORCHESTRA—Arthur Fiedler conducting 


Saturday, December 29 
BUSINESS CYCLE THEORY 


Chairman: Moses ABraMovitz, Stanford University 


Papers: Toward a Dynamic Theory of the Cycle 
Atvin H. Hansen, Harvard University 
Wages in the Business Cycle 
Lioyp G. ReyNotps, Yale University 


Discussion: RoBert A. Gorvon, University of California 
Joseru SHisteER, University of Buffalo 


INTERNATIONAL TRADE IN THE POSTWAR WORLD 
Chairman: Joun B. Conpiirre, University of California 


Papers: Methods of Adjustment in International Payments—The Lessons 
of Postwar Experience 
Emate Despres, Williams College 
C. P. KInDLEBERGER, Massachusetts Institute of Technology 
Regional Organization in the Sphere of Trade and Pa: ments— 
Western Europe and the Sterling System 
J. Marcus Fiemune, British Cabinet Offices and Visiting Profes- 
sor, Columbia University 
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Discussion: ALBERT O. HirscHMAN, Federal Reserve Board 
Rosert TrirFin, Yale University 


THE ROLE OF WAR IN AMERICAN ECONOMIC DEVELOPMENT: 
Joint session with the Economic History Association 


Chairman: Ear. J. HAmMItton, University of Chicago 


Papers: Wartime Changes in the Money Supply in the United States 
MiIrton FriepMAN, University of Chicago 
The Effects of the Civil War and the Two World Wars on Ameri- 
can Transportation 
Joun G. B. Hutcurins, Cornell University 


Discussion: Mu.ton Heatu, University of North Carolina 
C. R. Wuittiesey, University of Pennsylvania 


Luncheon Meeting of the Executive Committee 


GROWTH IN UNDERDEVELOPED COUNTRIES 


Chairman: Pavut N. Rosenstetn-Ropan, International Bank for Reconstruc- 
tion and Development 


Papers: International Trade Theory and Policy from the Standpoint of 
Underdeveloped Countries 
Racnar Nurkse, Columbia University 
The Fiscal and Monetary Implementation of Development Pro- 
grams 
Joun H. Apter, International Bank for Reconstruction and De- 
velopment 
Some Problems of Growth in Underdeveloped Countries 
ArTHuR I. BLoomFIeLp, Federal Reserve Bank of New York 


Discussion: Hans P. Netsser, New School for Social Research 
H. W. Srncer, United Nations 


MONETARY THEORY 
Chairman: James W. Ancett, Columbia University 


Papers: Interest Rates, Liquid Assets, and Spending Decisions 
James Tosrn, Yale University 

Wartime Monetary Events and Monetary Theory 

Roranp N. McKean, Vanderbilt University 


Discussion: Epwarp S. SHaw, Stanford University 
Henry C. Watticu, Yale University 


COLLECTIVE BARGAINING IN THE REGULATED INDUSTRIES (Pro- 
gram prepared by C. Emery Troxel, Chairman of Transportation and 
Public Utilities Section) 


Chairman: C, Emery Troxet, Wayne University 


Papers: Interdependence of Wage and Price Determination in the Regulated 
Industries 
Ext W. CLEMENs, University of Maryland 
The Regulatory Agency and Industria] Relations: The Airlines Case 
Marx Kaun, Wayne University 


Discussion: Ropert W. Harseson, University of Illinois 
Wru1am N. Leonarp, Pennsylvania State College 
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Deaths 


Benjamin F. Brooks, April 22, 1951. 
William H. Kiekhofer, August 1, 1951. 
Charles G. McBride, June 10, 1951. 


Appointments and Resignations 


Moses Abramovitz, of Stanford University, has been granted a year’s leave to work with 
the National Bureau of Economic Research. 

Gardner Ackley has been promoted to professor of economics at the University of 
Michigan. 

George P. Adams, Jr. has been promoted to professor of economics at Cornell University. 

John F. Adams has been promoted to associate professor in the School of Business and 
Public Administration of Temple University. 

‘ Walter Adams has been promoted to associate professor of economics at Michigan State 
college. 

Michael Albery has been appointed associate professor of finance and economics at Bos- 
ton College. 

Kenneth J. Arrow, of Stanford University, will be engaged in statistical research in 
Europe during the current year under a Social Science Research Council fellowship grant. 

Paul A. Baran has been promoted to professor of economics at Stanford University. 

Nathan Belfer has been appointed assistant research director of the research department 
of the International Ladies’ Garment Workers’ Union. 

Ralph A. Belfiglio, of the School of Business Administration, University of Pittsburgh, 
has been called to active duty in the Air Force. 

Lester Blum has been promoted from assistant professor to associate professor of eco- 
nomics at Colgate University. 

Eva Boenheim has been appointed instructor in economics at Barnard College. 

Arthur Borak has returned to the University of Minnesota after a year’s leave during 
which he was engaged in special research in the field of taxation for the military govern- 
ment in Japan. 

Howard R. Bowen has been granted two-thirds time leave from the University of Illinois 
in the current academic year to carry on research projects for the American Economic 
Association and the National Council of Churches of Christ. 

Dorothy S. Brady has resigned as professor of economics at the University of Illinois. 

Buford Brandis is on leave from the School of Business Administration, Emory Uni- 
versity, to serve as economist with the Machinery and Allied Products Institute in Wash- 
ington, D.C. 

Gerald F. Brannon has been appointed lecturer in statistics in the department of eco- 
nomics of the Graduate School of Georgetown University. 

G. A. Briefs, of the Graduate School of Georgetown University, is on leave for special 
study under a grant from the Alfred P. Sloane Foundation. 

Py S. Briefs, of Georgetown University, has been called to active duty in the 

. S. Army. 

Paul A. Brinker has been promoted from assistant professor to associate professor of 
economics at the University of Oklahoma. 

Ayers Brinser has been appointed visiting lecturer in economics at Harvard University. 

Tony Brouwer has been appointed instructor in economics at the University of Michigan. 

Douglas S. Brown has accepted an appointment as senior economic and business analyst 
at the National Bank of Detroit. 


Paul L. Brown has been appointed associate professor of marketing at the Ohio State 
University. 
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NOTES 779 
S. L. Brown has resigned as assistant professor of economics at Georgetown University 
to accept a position in the statistics department of the Chrysler Corporation in Detroit. 

Karl Erunner, of the Cowles Commission, University of Chicago, has been appointed 
assistant professor of economics at the University of California, Los Angeles. 

Foy M. Buchanan has resigned as instructor in economics at the University of South 
Carolina to serve as analyst in the Sales Tax Division of the South Carolina Tax Com- 
mission. 

Edward C. Budd has resigned from the University of Illinois to accept an instructorship 
at the University of Oregon. 

James W. Bunting has been named director of the Bureau of Business Research, Univer- 
sity of Georgia. 

R. L. Bunting has been granted a military leave of absence from the University of North 
Carolina to serve in the Air Force Reserve Officers Training Corps. 

David W. Bussell, of the Ohio State University, is on active duty with the United States 
Navy. 

Rita R. Campbell has resigned as assistant professor of economics at Tufts College. 

William M. Capron has resigned as assistant professor of economics at the University of 
Illinois to accept a position with the RAND Corporation. 

D. D. Carroll has resumed his duties as professor of economics at the University of 
North Carolina after a year’s leave of absence. 

C. C. Carter has been given a military leave of absence from the University of North 
Carolina to serve in the Air Corps. 

Fred E. Case, formerly of the University of Florida, is lecturer in real estate and land 
economics in the School of Business Administration, University of California ct Los 
Angeles. 

Alfred F. Chalk has been promoted from associate professor to professor of economics 
at the Agricultural and Mechanical College of Texas. 

Wingfield Chamberlain has resigned from Hofstra College to take a position with the 
Defense Minerals Administration of the Department of Interior. 

Edward H. Chamberlin has been named David A. Wells Professor of Political Economy 
at Harvard University. 

John S. Chipman has been appointed assistant professor of economics at Harvard Uni- 
versity. 

Denzel C. Cline has been granted a leave of absence from Michigan State College for 
research study. 

Clay L. Cochran has been promoted from assistant professor to associate professor of 
economics at the University of Oklahoma. 

David S. Craig has been appointed associate professor of business law at the Ohio State 
University. 

W. Arthur Cullman has been appointed assistant professor of marketing at the Ohio 
State University. 

m. O. Cummings has been appointed lecturer in insurance at the University of North 
olina. 

William R. Davidson has been appointed assistant professor of marketing at the Ohio 
State University. 

Keith Davis, formerly of the University of Texas, has joined the faculty of the School 
of Business, Indiana University, as associate professor of management. 

Dudley Dillard has been named head of the department of economics, College of Business 
and Public Administration, University of Maryland. 

James H. Dornburg has resigned from the School of Business Administration, Emory 
University, to accept a position as statistical analyst with the Lockheed Aircraft Corpora- 
tion, Marietta, Georgia. 
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Harland Doughty has been promoted to assistant professor of consumption economics at 
Iowa State College. 

Delbert J. Duncan, formerly of the School of Business and Public Administration, Cor- 
nell University, has joined the staff of the School of Business Administration, University 
of California, Berkeley. 

Edgar S. Dunn, Jr. has been appointed assistant professor of economics at the Univer- 
sity of Florida. 

Robert C. Earnest, formerly of the Graduate School of the Ohio State University, has 
been appointed assistant professor of economics at Kansas State College. 

Edgar O. Edwards has been appointed lecturer in the department of economics and 
social institutions, Princeton University. 

Howard S. Ellis taught in the American Studies Seminar at the Universities of Tokyo 
and Kyoto last summer. 

Paul T. Ellsworth is on leave of absence from the University of Wisconsin to serve as 
special adviser to the International Bank for Reconstruction and Development. 

Pau! Fisher has been granted leave of absence from Dartmouth College to serve with 
the Labor Division of the Economic Cooperation Administration. 

J. Marcus Fleming has been reappointed visiting professor in the department of eco- 
nomics of Columbia University for the current academic year. 

A. C. Flora, Jr. has been named adjunct professor of economics at the University of 
South Carolina. 

James W. Ford has been appointed instructor in economics at Columbia College. 

Peter G. Franck has been appointed visiting associate professor of economics at Haver- 
ford College. f 

William W. Frasure, of the School of Business Administration of the University of 
Pittsburgh, has entered upon active duty in the U. S. Navy. 

Robert Freedman has been reappointed visiting assistant professor of economics at 
Colgate University for the current academic year. 

Walter Garbalinski has resigned from the Illinois Institute of Technology to accept a 
position with the Bureau of Labor Statistics in Washington, D.C. 

Richard K. Gaumnitz has been promoted from associate professor to professor of eco- 
nomics and assistant dean at the University of Minnesota. 

Wayne F. Geisert has been appointed associate professor of economics at Manchester 
College, North Manchester, Indiana. 

James M. Gillies, formerly of Indiana University, has been appointed lecturer in real 
estate and land economics in the School of Business Administration, University of Cali- 
fornia, Los Angeles. 

Leland J. Gordon, of Denison University, is visiting professor of economics at Louisiana 
State University in the current academic year. 

Amor Gosfield has returned to the department of economics of the University of Penn- 
sylvania after having spent two years in Puerto Rico as director of a study of the Puerto 
Rican economy. 

Rush V. Greenslade has joined the staff of the Tennessee Valley Authority as industrial 
economist in the Division of Regional Studies. 

Harold M. Groves, of the University of Wisconsin, served in Bonn, Germany as a con- 
sultant to the ECA Mission on Revising the German Tax System in the past summer. 

Charles Gulick, of the University of California, Berkeley, is visiting professor at the 
New York State School of Industrial and Labor Relations this semester. 

John G. Gurley has been appointed lecturer in the department of economics and social 
institutions, Princeton University. 

Everett E. Hagen has resigned as professor of economics and chairman of the department 
of economics at the University of Illinois. 

J. A. Haller has been appointed instructor in economics at Georgetown University. 
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Arnold C. Harberger, of the Johns Hopkins University, has received a Social Science 
Research Council grant for research on the relationship between relative prices and the 
structure of international trade. 

Delbert C. Hastings, formerly of the University of Minnesota, is now on the staff of 
the Bureau of Business and Economic Research of the University of Washington. 

William W. Haynes has returned to the University of Kentucky after spending a year 
at the University of Leeds on a Fulbright grant. 

A. M. Henderson, formerly of the University of Manchester, is visiting professor of 
economics at the Carnegie Institute of Technology during the current academic year. 

John P. Henderson, formerly of the University of Buffalo, has been appointed acting 
instructor in economics at Stanford University. 

Orris C. Herfindah] has resigned as assistant professor of economics at the University 
of Illinois to take a position in the Bureau of Mines, Department of the Interior. 

F. L. Ho has been reappointed visiting professor of economics at Columbia University 
for the current academic year. 

Daniel M. Holland, formerly of Columbia College, is now engaged in research for the 
National Bureau of Economic Research. 

Robert J. Holloway has been promoted from lecturer to assistant sei aa of eco- 
nomics at the University of Minnesota. 

Charles C. Holt, of the University of Chicago, has been appointed senior research fellow . : 
in economics at the Carnegie Institute of Technology. 

Schuyler D. Hoslett has been appointed associate professor of adminis‘ration in the 
Graduate School of Business, Columbia University. 

John A. Howard has been reappointed visiting assistant professor of marketing in the 
School of Business of the University of Chicago. 

Elizabeth E. Hoyt has returned to Iowa State College after a year’s leave on a Ful- 
bright lectureship at Mackere College, Uganda, Africa. 

Leonid Hurwicz, formerly of the University of Iilinois, has been appointed professor of 
economics and mathematics at the University of Minnesota. 

Walter Isard has been appointed lecturer on economics at Harvard University for the 
current academic year. 

Arthur Jansen has been appointed lecturer in finance at the Graduate School of Business, 
Columbia University, for the current academic year. 

Charles E. Johnson, formerly of the University of Minnesota, has joined the faculty of ; 
the University of California, Berkeley. 

Norman Kaplan has been granted leave from the Illinois Institute of Technology to 
work with the RAND Corporation. 

William T. Kelley has been promoted from instructor to assistant professor of market- 
ing at the University of Pennsylvania. 

William C. Kessler, on leave of absence from Colgate University, is serving as visiting 
professor to American occupation forces in Germany. 

Anthony Koo has been promoted to assistant professor of economics at Michigan State 
College. 

Harold D. Koontz, formerly of Trans World Airlines and the Consolidated Vultee Air- ’ 
craft Corporation, has been appointed professor of transportation and business policy in 
the School of Business Administration, University of California, Los Angeles. 

F. J. Kottke has been granted a leave of absence from the University of North Carolina 
to serve as economist with the Bureau of Industrial Economics of the Federal Trade Com- 
mission. 

John K. Langum, formerly vice president and director of research of the Federal Reserve 
Bank of Chicago, has joined the faculty of the School of Business, Indiana University, as 
professor of business administration. 
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Albert Lauterbach is on leave from Sarah Lawrence College to do research work at the 
Survey Research Center, University of Michigan. 

D. J. Leahy has been appointed instructor in economics at Georgetown University. 

Richard W. Lindholm has returned to Michigan State College after spending a year 
on the staff of the Board of Governors of the Federal Reserve System in Washington, D.C. 

John M. Lishan has resigned as instructor of economics at Brown University. 

Lawrence C. Lockley, of New York University Graduate School of Business Administra- 
tion, has been appointed dean of the School of Commerce, University of Southern Cali- 
fornia. 

Friedrich A. Lutz, on leave from Princeton University in the current year, is visiting 
professor at the University of Freiburg in Germany. 

Santiago P. Macario, formerly of the University of Texas, has accepted a position with 
the United Nations Economic Commission for Latin America in Mexico. 

Fritz Machlup gave a course of lectures at the Hebrew University, Jerusalem, Israel 
during the summer. 

Carl C. Malone has been granted a leave of absence from Iowa State College to serve 
as an advisor at the University of Wales. 

Alden C. Manchester, formerly of Harvard University and the Bureau of Agricultural 
Economics, has been appointed executive secretary of the New England Research Council 
on Marketing and Food Supply with headquarters in Boston. 

Philip J. McCarthy has been promoted to the rank of professor in the New York State 
School of Industrial and Labor Relations. 

John McConnell has returned to the New York State School of Industrial and Labor 
Relations after a year’s leave of absence during which he was co-director of a study for 
the Twentieth Century Fund. 

D. M. McGill has been given a military leave from the University of North Carolina 
to serve in the Air Force Finance Center. 

Roland N. McKean, on leave from Vanderbilt University, has joined the staff of the 
RAND Corporation. 

Jean T. McKelvey has been promoted to the rank of professor in the New York State 
School of Industrial and Labor Relations. 

Gordon McKinley has resigned from the Ohio State University to accept a position as 
chief economist with the Prudential Insurance Company. 

Paul McWhorter has been promoted to professor and chairman of the department of 
marketing, University of Arkansas. 

Taulman A. Miller has been promoted from assistant professor to associate professor of 
economics at Indiana University. 

Frederick T. Moore has resigned as assistant professor of economics at the University 
of Illinois to accept a position in the Bureau of Mines, Department of the Interior. _ 

Theodore Morgan has been granted leave from the University of Wisconsin until Sep- 
tember 1952 to serve as economic adviser to the Bank of Ceylon. 

J. E. Morton, on leave from the New York State School of Industrial and Labor Rela- 
oa is chief of statistical development, Housing and Home Finance Agency, Washington, 

William H. Newman has been designated Samuel Bronfman Professor of Democratic 
Business Enterprise in the Graduate School of Business, Columbia University. 

Archibald J. Nichol has been promoted from assistant professor to associate professor of 
economics at the University of Pennsylvania. 

Robert Osborn, Jr. has been appointed instructor in economics at Princeton University. 

Alfred R. Oxenfeldt has resigned as chairman of the department of economics at Hofstra 
ao 4 accept an appointment as associate professor of economics at City College of 
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NOTES 783 
William B. Palmer has been promoted to the rank of associate professor of economics 
at the University of Michigan. 

Andreas G. Papandreou has rejoined the faculty ef the University of Minnesota as pro- 
fessor of economics. 

Vincent A. Perry has been promoted to the rank of assistant professor in the College 
of Business Administration of Lehigh University. 

Virginia Peterson has been appointed instructor in statistics in the School of Business 
of the University of Chicago. 

Kirk R. Petshek, on leave from Colgate University, is serving as branch chief of the 
Industrial Relations Analysis Branch of the Department of Labor. 

Almarin Phillips has returned to the University of Pennsylvania as instructor in eco- 
nomics, 

Richard Phillips has been promoted to the rank of assistant professor of economics at 
Towa State College. 

Michael A. Plesher has resigned from the School of Business Administration, University 
of Pittsburgh, to take a position as economist for the CIO. 

Karl P. Polanyi has been appointed Schuyler Fiske Seager Fellow in Economics at 
Columbia University for the academic year 1951-52. 

Kenyon E. Poole, of Northwestern University, was a member of the Fiscal Mission to 
the Bonn Government in the past summer. 

Raymond P. Powell, of Princeton University, has been awarded a Social Science Re- 
search Council Fellowship to work on the Russian financial system at the Russian Re- 
search Center, Harvard University. 

Robert L. Raimon has been appointed assistant professor in the New York State School 
of Industrial Labor Relations. 

William F. Rech, formerly of the University of Pennsylvania, has joined the com- 
mercial research division of the United States Steel Corporation in Pittsburgh. 

Margaret G. Reid has been granted a year’s leave of absence from the University of 
Illinois to accept an appointment at the University of Chicago. 

Charles F. Remer is on leave from the University of Michigan in the current semester 
for research study at Okayama. 

Edwin P. Reubens is on leave from Cornell University for special research study. 

Jennie Richmond has resigned as instructor in economics at the University of Maine. 

Samuel B. Richmond has been appointed assistant professor of business statistics in 
the Graduate School of Business, Columbia University. 

Lawrence S. Ritter has been promoted to assistant professor of economics at Michigan 
State College. 

William E. Rogers has been appointed assistant professor of business management at the 
University of Oklahoma. 

Sidney E. Rolfe, of Princeton University, has accepted a position with the Wage Sta- 
bilization Board. 

Arnold W. Sametz has been appointed assistant professor of economics at Princeton Uni- 
versity. 

Edward L. Sard has accepted a position with the National Association of House to 
House Installment Company, New York City. 

Frederick N. Sass, formerly of the University of Pennsylvania, is now economist for the 

Philadelphia City Planning Commission. 
William E, Schenk has been promoted from associate professor to professor of economics 
at the Agricultural and Mechanical College of Texas. 

Frank W. Schiff, formerly of Columbia College, is now economist in the Foreign Re- 
search Department of the Federal Reserve Bank of New York. 
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Jacob Schmookler has been promoted to assistant professor of economics at Michigan 
State College. 

Eli Schwartz has resigned from Brown University to accept a position as staff economist 
with the Regional Office of Price Stabilization. 

Arthur Schweitzer has been promoted from the rank of associate professor to professor 
of economics at Indiana University. 

Harold A. Shapiro, formerly of Trinity University, has accepted a position with the 
Office of Price Stabilization in Houston, Texas. 

Donald L. Shawver has been appointed assistant professor of marketing at the Univer- 
sity of Missouri. 

Robert P. Shay has been promoted from instructor to assistant professor of economics 
at the University of Maine. 

Geoffrey S. Shepherd, of Iowa State College, was in Japan during the summer at the 
request of the Japanese government to advise on agricultural price policy problems. 

Louis Shere, of Indiana University, was retained by the government of Puerto Rico in 
the summer months as a consultant on tax problems. 

Mary A. Shulman has been appointed instructor in economics at the University of 
Michigan. 

Irving H. Siegel has left Johns Hopkins University to become full-time co-director of a 
Twentieth Century Fund study. 

Leonard Silk is an economist with the Division of Housing Research, Housing and 
Home Finance Agency, Washington, D.C. 

Haig Silvanie has been appointed director of the department of economics, St. Louis 
University. 

J. N. Simler has been appointed instructor in economics at Georgetown University. 

Fred Slavick has been appointed instructor in economics at Princeton University. 

Caleb A. Smith has been promoted from assistant professor to associate professor of 
economics at Brown University. : 

Douglas B. Smith has resigned from the University of Illinois to accept a position in the 
Economic Development Section of the Department of State. 

Tillman M. Sogge, of St. Olaf College, went to Japan again last summer to act as 
economic consultant to the Economic and Scientific Section of SCAP. 

Beryl W. Sprinkel has been appointed assistant professor of economics at the University 
of Missouri. 

R. Clay Sprowls, formerly of the University of Chicago, has been appointed lecturer in 
business statistics in the School of Business Administration, University of California, Los 
Angeles. 

George A. Steiner has been granted a year’s leave of absence from the University of 
Illinois to accept a position with the Defense Production Administration. 

James H. Stewart has resigned from Washington and Lee University to become head 
of the department of social studies at Eastern Carolina Teachers College. 

Robert S. Stockton has resigned from the Ohio State University to enter upon active 
service in the U. S. Navy. 

James Storer is on leave from Bowdoin College to make a study of Philippine trade 
under a Fulbright fellowship. 

John A. Stovel, of the University of. Minnesota, is visiting assistant professor of economics 
at the University of Wisconsin during the current academic year. 

Herbert E. Striner, formerly of Syracuse University, is now an economist in the Office 
of the Chief Economist, Bureau of Mines, Department of Interior. 

Robert M. Sullivan has resigned from the School of Business Administration, University 
of Pittsburgh, to accept a position with the Mellon National Bank. 
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NOTES 785 


Theodore A. Sumberg has accepted a one-year assignment as director of the department 
of research and statistics of the Union Bank of Burma. 

Ben B. Sutton has been promoted from lecturer to assistant professor of economics at 
the University of Minnesota. 

Lorie Tarshis has been promoted to the rank of professor in the department of economics 
at Stanford University. 

W. T. Tome has been appointed instructor in economics at Georgetown University. 

Alice J. Vandermeulen is on leave from Claremont Men’s College for special study under 
grant by the Social Science Research Council from the Twentieth Century Fund. 

Henry C. Wallich, of the Federal Reserve Bank ef New York, has accepted an appoint- 
ment as professor of economics at Yale University. 

N. T. Wang has resigned from Columbia College to accept a position ‘with the United 
Nations in the field of Far Eastern research. 

Basil A. Wapensky has resigned from the School of Business Administration, Emory 
University, to accept a position in the research department of the Federal Reserve Bank 
of Atlanta. 

Harold L. Wattel is now in charge of the economics department of Hofstra College. 

Sidney Weintraub has been appointed professor of economics at the University of Penn- 
sylvania. 

Jacob Weissman has been appointed instructor in economics in Columbia College for 
the current academic year. 

Thomas L. Whisler has been appointed assistant professor of business management at 
the University of Missouri. 

Thomson M. Whitin has been appointed instructor in economics at Princeton Univer- 
sity. 

John P. Windmuller has been appointed assistant professor in the New York State 
School of Industrial and Labor Relations to work with a group of German students who 


are studying at the School this year. 


John B. Woosley has been made Kenan professor of finance at the University of North 
Carolina. 


Herbert K. Zassenhaus, of Colgate University, has accepted a post with the International 
Monetary Fund. 

Leonard Zobler is lecturer in economic geography in the Graduate School of Business, 
Columbia University. 
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FORTY-EIGHTH LIST OF DOCTORAL DISSERTATIONS IN 
POLITICAL ECONOMY IN PROGRESS IN AMERICAN 
UNIVERSITIES AND COLLEGES 


The first list of this kind was dated January 1, 1904, and was sent to all members, but 
not regularly bound in the publications, A notation as to the earlier lists, extending from 
1905 to 1927, may be found in the Review for September, 1927, page 574. Annual lists 
thereafter are to be found in the September number of the Review for each year. 

The present list specifies doctoral degrees conferred, doctoral dissertations completed and 
accepted by the various universities, and the theses still in preparation. The last date given 
is the probable date of completion. 

The list represents the status of the several theses on June 15, 1951, except for a few 
items later reported as completed. 


Economic Theory; General Economics 
Degrees Conferred 


Lawrence Assott, Ph.D., Columbia, 1951. The theory of quality competition. 

Rosert W. Apams, Ph.D., Massachusetts Institute of Technology, 1951. Use of economic 
models in forecasting. 

Kennet J. Arrow, Ph.D., Columbia, 1951. Measurement of economic stability. 

Epwarp A. Carwin, Ph.D., New York, 1950. The relationships between the major economic 
philosophies since Adam Smith and those expressed by the Supreme Court, through 
opinions rendered in cases affecting the governmental control of business corporations 
from 1930 to 1940. 

Joun S. Curpman, Ph.D., Johns Hopkins, 1951. The theory of intersectoral money flows 
and income formation. 

Harotp S. Diamonp, Ph.D., Columbia, 1951. Studies in innovation theory. 

Mona E, Drnote, Ph.D., California, 1951. The structure of interest rates: a study of mar- 
ket influences. 

Leo E. Dosriansky, Ph.D., New York, 1951. The social philosophical system of Thorstein 
Veblen. 

Cornetius A. Etter, S.J., Ph.D., St. Louis, 1951. A synthesis of the economic doctrines 
of John Atkinson Hobson. 

SHERMAN E, Gunverson, Ph.D., Iowa, 1950. An appraisal of the economic theory and 
policy recommendations of John R. Commons. 

Incrip E. Hanne, Ph.D., Pennsylvania, 1951. Price discrimination and economic welfare 
with special reference to public utilities. 

Daviw B, Hamirton, Ph.D., Texas, 1951. Newtonian classicism and Darwinian institution- 
alism : a study of change in economic theory. 

E. E. Liesuarsky, Ph.D., Illinois, 1951. National science policy and technological program. 

Micwaet McPxe tn, Ph.D., Harvard, 1951. Meaning and requirements of economic order. 

Morris Menpvetson, Ph.D., Cornell, 1950. Some aspects of consumer behavior. 

Epwarp J. MisHan, Ph.D., Chicago, 1951. The effects of price-stabilizing speculation on 
equilibrium analysis. 

Rosert L. Rouse, Ph.D., Iowa, 1950. A reappraisal of the stagnation thesis. 

Joun Sacan, Jr., Ph.D., Illinois, 1951. A study of the development of monetary theory 
of English economists in the classical tradition, 1776-1848. 

Jacop ScHMOOKLER, Ph.D., Pennsylvania, 1951. The relation of invention to economic 
development. 

Jerome F. Scuwier, Ph.D., St. Louis, 1951. The production function, Euler’s theorem, and 
the theory of distribution. 

Pavut Suttan, Ph.D., Cornell, 1950. Wage and employment relationships. 

Tu Tu, Ph.D., Illinois, 1950. The pricing system in a planned economy. 

Bernarpv W. Wayne, Ph.D., Chicago, 1950. The neo-historismus of Werner Sombart. 
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LIST OF DOCTORAL DISSERTATIONS 787 


Theses Completed and Accepted 


Joseru Cropsey, B.A., Columbia, 1939; M.A., 1940. Polity and economy: an interpretation 
of the principles of Adam Smith. Columbia. 

Patrick W. Gearty, B.A., St. Paul Seminary, 1941; M.A., Catholic, 1947. Economic and 
social philosophy of Monsignor John A. Ryan. Catholic. 


Theses in Preparation 


CarustE W. Baskin, B.S., South Carolina, 1942; M.A., Virginia, 1947. A review and 
application of certain theories of the spacing of cities or central places. 1952, Virginia. 
Joe E. Brown, B.S., Texas College of Arts and Industries, 1939; M.S., 1941. Population 

theory and the value problem: an institutional economic analysis. 1952. Texas. 

Ira C. Castres, B.S., Louisiana State, 1934; M.A., Columbia, 1947. A study of economic 
ideas in North Carolina, 1760-1860. 1952. North Carolina. 

Jere W. Crark, B.B.A., Georgia, 1946; M.S., 1948. Inter-community commodity flows 
within the United States. 1953. Virginia. 

JoserH W. Conran, B.A., Grinnell, 1935; M.A., California, 1943. Property income and 
the theory of functional distribution. 1952. California. 

Grorce F, Dimmer, B.A., California, 1936; M.A., Columbia, 1941. The transaction as a 
unit of economic analysis. 1952. Columbia. 

Ricwarp A. Eastertin, M.E., Stevens Institute of Technology, 1945; M.A., Pennsylvania, 
1949. Critical review of the theory and measurement of economic growth. 1953. Penn- 
sylvania. 

A. C. Frora, Jr., B.A., South Carolina, 1943; M.A., 1949. Economic thought in South 
Carolina, 1815-1860. 1952. North Carolina, 

ArTHUR M. FREEDMAN, M.A., Cincinnati, 1939. Current issues in the theory of interest. 
Pennsylvania. 

Francis C. Genovese, B.A., Toronto, 1942; M.A., 1946. A going concern theory of profits. 
1952. Wisconsin. 

A. S. Hatt, BS., Illinois, 1947; M.S., 1949. The development of general equilibrium theory 
by the Lausanne School. 1951. Illinois. 

Daniet Hameperc, B.S., Pennsylvania, 1945; M.A., 1947. Analysis of the theory of the 
equilibrium rate of growth. 1953. Pennsylvania, 

Epwin W. Hanczaryk, B.A., Brown, 1941; M.A., 1947. The role of the interest rate in 
welfare economics. 1951. Northwestern. 

CxHar.es N. HENNING, B.A., California (Los Angeles) ; M.A., 1940. Social value and mone- 
tary theory. 1952. California (Los Angeles). 

ABRAHAM Hirscnu, B.B.A., College of the City of New York, 1943; M.A., Columbia, 1947. 
Wesley Mitchell and economic science. 1952: Columbia. 

Witu1aM H. Honmany, S.J., B.A., Boston College, 1937; M.A., 1938; St.L., Weston Col- 
lege, 1944. Economic content of considerations in support of contributive justice from 
Albertus Magnus to Victoria. 1952. St. Louis. 

Francis T. Juster, B.S.Ed., Rutgers, 1949. The development of multiplier theory. 1952. 
Columbia. 

Gienn A. LenMann, B.A., Ohio Wesleyan, 1948; M.A., Harvard, 1950. Economic growth, 
with especial reference to the role of capital formation. 1952. Harvard. 

Cart H. Mapven, B.A., Virginia, 1942; M.A., 1950. Divergencies in growth rates among 
the different parts of an economic system. 1952. Virginia. 

Harry Marxowr7z, M.A., Chicago, 1950. Theories of uncertainty and investment company 
behaviour. 1951. Chicago. 

Leonarp W. Martin, B.S., St. John’s (Brooklyn), 1939; M.A., 1941. Mobility of capital. 
1953. Columbia. 

Tuomas Maver, B.A., Queens, 1949; M.A., Columbia, 1949. The stagnation thesis—a re- 
analysis, 1952. Columbia. 

Freperick W. Morrissey, B.A., Santa Barbara College, 1940. Economic theories of the 
Fabians. 1952. California. 
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Dean W. Morsg, B.A., Harvard, 1941. Theories of economic development. 1952. Columbia. 

LAWRENCE Nasers, B.A., Arizona, 1942. The anti-neo-classical tradition in English political 
economy from Mill to Marshall. 1952. California. 

Water C. Neate, B.A., Princeton, 1947; M.A., Columbia, 1948. The institutional re- 
quirements and institutional effects of industrialization: the theoretical implications of 
the work of Veblen, Schumpeter, Polanyi, and Tawney. 1953. Columbia. 

Water G. G’DonneLt, LL.B., Cleveland, 1930; B.A., Western Reserve, 1932; M.A., 1943. 
An institutional theory of value. 1952. Columbia. 

RatpH W. Provuts, B.A., Kansas, 1942; M.A., 1947. The place of consumer’s surplus in 
welfare economics. 1952. North Carolina. 

Reno C. Pretti, B.S., St. Benedict’s College, 1941; M.A., Georgetown, 1949. Dynamic 
wage theory. 1951. Georgetown. 

STANLEY Rerrer, B.A., Queens (New York), 1947; M.A., Chicago, 1950. Production, re- 
turns to scale, and the internal structure of the firm. 1951. Chicago. 

SipNEy ScHOoEFFLER, B.S., New York, 1945; M.A., Pennsylvania, 1946. The theory of 
prediction of economic phenomena. New School for Social Research. 

MitcHEeLL M. Smimanp, B.S., Minnesota, 1946. The economics of N.-F. Canard. 1952. 
California. 

BenyJAMIN Sotomon, M.A., Chicago, 1950. Large corporations and the theory of invest- 
ment decisions. 1952. Chicago. 

Jacos A. StocxriscH, B.A., Pomona, 1947. Tax capitalization and related issues in capital 
theory. 1952. California. 

Perry D. TerTetsaum, B.S., College of the City of New York, 1946; M.A., Columbia, 
1948; M.A., Chicago, 1951. A reconsideration of the acceleration principle. 1952. Chi- 
cago. 

EvizaBetH B. Torman, B.A., Smith, 1941; M.A., Maine, 1942. Malthus and early English 
theories of economic crises. 1953. Wisconsin. 

Frances A, Toyer, B.S., Bluefield State College, 1938; M.A. Atlanta, 1942. The economics 
of John Bates Clark. 1952. New York. 

Grorce M. Umemura, B.A., Ohio Wesleyan, 1946; M.B.A., Indiana, 1948. The marketing 
concepts of the classical school. 1952. Indiana. 

Matcotm C. Urqunart, B.A., Alberta, 1940. Capital accumulation, technological change, 
and economic progress: a study of economic change with special reference to the func- 
tional distribution of income. 1952. Chicago. 

Frank VAN Brunt, M.A., Chicago, 1948. Certain community experiments in alternative 
systems of distribution. 1951. Chicago. 

Joun J. WAELTERMANN, B.A., St. Louis, 1946; M.A., 1948. Statements of Pius XII on 
economic doctrine in relation to statements of Pius XI. 1952. St. Louis. 

Watter C. Wacner, B.S., North Carolina, 1941; M.A. Arkansas, 1947. Economic equi- 
librium as an exemplification of social reciprocity. 1952. Texas. 

Donatp A. Watson, M.A., Iowa, 1948. The theory of optimum distribution of personal 
income. 1951. Jowa. 

Jacos I. WetssMAN, B.A., Michigan, 1935; J.D., 1936. Studies in the relationship between 
law and economics. 1952. California. 

Warum V. Wi_mot, Jr., B.A., Syracuse, 1937; M.A., 1939. Some theoretical considerations 
of the restrictive practices of cartels. 1951. Wisconsin. 

Donato T. Woop, B.A., Harvard, 1937; M.A., Columbia, 1947. A critical reexamination 
of Henry George’s principles of site rent taxation. 1953. Columbia. 

Isson Wu, B.S., Chiao-Tung, 1941; M.A., Washington, 1948. Micro-analysis of the theory 
of employment and value. 1953. Columbia. 


Economic History; National Economies 


Degrees Conferred 


Leon AGRANAT, Ph.D., New School for Social Research, 1951. Price control in Germany. 
Hvcu G. J. ArrKen, Ph.D., Harvard, 1951. W. H. Merritt and the Welland Canal Co., 
a study in entrepreneurial approach to economic history. 
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Letanp ALLBAUGH, Ph.D., Harvard, 1951. The economy of Crete and the means to 
improvement. 

Apert Y. Bapre, Ph.D., Iowa, 1950. The economic development of Lebanon with special 
emphasis on finance. 

Gorpon Donatp, Jr., Ph.D., Chicago, 1951. The depression in cotton textiles, 1923-49. 

Dorotny Grecc, Ph.D., Columbia, 1951. The exploitation of the steamboat: the case of 
Colonel John Stevens. 

Wru1am Hatter, Jr., Ph.D., Columbia, 1951. The Puritan frontier: town-planning in 
New England colonial development, 1630-1660. 

RavpH E, Hosen, Ph.D., Columbia, 1951. Swedish economic policy and economic stability. 

Frances C. Hutner, Ph.D., Columbia, 1950. The Farr Alpaca Co.: a case study in busi- 
ness history. 

Smazon Hutner, Ph.D., Princeton, 1951. Economic maximization in time of war, an 
historical survey. 

Sara A, Payne, Ph.D., New York, 1950. The contribution of southern political economists 
to the development of states’ rights philosophy from the economic crisis of 1828 to that 
of 1860. 

Wusert H. RvenHeck, Ph.D., New York, 1951. Business history of the Robert Gair 
Company, 1864 to 1927. 

Henry F. ScHOENBECK, Ph.D., Nebraska, 1951. The economic views of James K. Polk as 
expressed in the course of ‘iis political career. 

THEopoRE A. SuMBERG, P;.D., New School for Social Research, 1950. The process of 
industrial development. 

Bernarp F, Trrmre, D.C.S., Indiana, 1950. History of Stokely-Van Camp Company— 


1898-1950. 
Theses Completed and Accepted 


Harotp SELIGMAN, B.A., Harvard, 1940; M.P.A., 1945; M.A., George Washington, 1945. 
Economic recovery in Western Germany. Harvard. 


Theses in Preparation 


Epwarp ALBERTAL, M.B.A., Minnesota, 1946. The economics of accelerated industrializa- 
tion—a case study: Argentina, 1945-1950. 1953. Minnesota. 

Rosert K, Arnoxp, B.A., California, 1947. Economic history of the Philippine Islands, 
1898-1946. 1952. California. 

Rosemary M. Arnoxp, B.A., Hunter, 1938. Markets and pricing in native economies of 
West Africa: an institutional analysis. 1952. Columbia. 

Leonarp J. ARRINGTON, B.A., Idaho, 1939. Mormon economic policies 1847-1907: a study 
of the role of the church in the development of a region. 1952. North Carolina. 

Henry G. Avusrey, Dr. rer. pol., University of Vienna, 1924. Mexican industrialization. 
New School for Social Research. 

Mauricio Barz, G.Agr., V. Central de Venezuela, 1942. Agricultural development in 
Venezuela under changing economic conditions. 1952. Wisconsin. 

Francis M. Bator, B.S., Massachusetts Institute of Technology, 1949. Economics of 
decontrol: the German experiment of 1948. 1952. Massachusetts Institute of Technology. 

Davin M. Benen, Ph.B., Chicago, 1932. The labor movement in Chicago, 1877-1896. 
1952. Chicago. 

Roman Bernavt, B.A., Columbia, 1947; M.A., 1949. The grain problem in the Soviet 
Union, 1926-30. 1952. Columbia. 

Gerorce Brackwoop, B.A., Chicago, 1942; M.A., 1947. United Automobile Workers of 
America, 1937-1948. 1952. Chicago. 

NaTHAN Broom, B.S.S., College of the City of New York, 1942; M.A., Columbia, 1948. 
The nature of innovation in America, 1790-1860. 1952. Columbia. 

Davi D. Burks, B.A. Carleton College, 1945. The dawn of manufacturing in Mexico. 
1951. Chicago. 

Janet G. CHapman, B.A., Swarthmore, 1943; M.A., Columbia, 1950. Real wages in the 
Soviet Union, 1928-48. 1952. Columbia. 
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TreTHa P. S. CoawpHart, B.Sc., Nagpur University, 1935. A plan for. agricultural economic 
developments in Bihar. 1951. Wisconsin. 

Joun W. CutsHoim, B.A., Baylor, 1936; M.A., Louisiana State, 1938. The economics of 
the salt industry in Louisiana. 1951. Louisiana State. 

An-Mrn Cuunc, M.B.A., Pennsylvania, 1949. Industrial development in China: history, 
problems, prospects. 1953. Pennsylvania. 

Stanitey H. Coun, B.A., Reed, 1947; M.A., Chicago, 1949. The role of the fiscal system 
in the Soviet economy. 1951. Chicago. 

Grorce Coursoumaris, Graduate, Supreme School of Economic and Commercial Sciences, 
Athens, Greece, 1934. Possibilities of increasing economic efficiency in Greek agriculture. 
1952. Chicago. 

H. Jerome CranMer, B.A., Drew, 1947; M.A., Columbia, 1949. The role of government 
in economic development: internal improvements in New Jersey. 1952. Columbia. 

Aran D. Damey, B.S., Kansas State, 1924. M.A., Indiana, 1947. A re-examination of U.S. 
economic history, 1865-1896, in the light of recent developments in monetary theory. 
1951. Illinois. 

Rosert A. Decen, B.S., Syracuse, 1947; M.A., 1949. Some major factors in the development 
of the Canadian economy, 1900-1950. 1952. Wisconsin. 

Hersert W. Down, Ph.B., Muhlenberg, 1943; M.A., Fletcher School, 1947. The native 
land and labor policies of the South African administration of South West Africa. 1951. 
Fletcher School of Law and Diplomacy. 

Francis Duncan, B.A., Ohio Wesleyan, 1943; M.A., Chicago, 1947, History of the Good- 
rich Lake Transportation Company. 1952. Chicago. 

Donatp Expon, B.A., Western Ontario, 1948; M.A., Harvard, 1951. American influence 
in the Canadian iron and steel industry. 1951. Harvard. 

MARIANNE A. Ferber, B.A., McMaster, 1944; M.A., Chicago, 1946. The financial policy 
of Czechoslovakia after the first world war. 1952. Chicago. 

Joun W. Frepericxson, B.S., Northwestern, 1938; M.A,, Chicago, 1942. American cull 
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Davin Eastsurn, B.A., Amherst, 1942; M.A., Pennsylvania, 1945. Real estate credit con- 
trol as a selective instrument of monetary policy. 1952. Pennsylvania. 

Davi I. Fann, BS., College of the City of New York, 1944; M.A., Chicago, 1950. 
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government securities. 1953. Columbia. ; 
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of monetary decentralization. 1951. Ohio State. 
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Donato W. O’Connett, B.A., Columbia, 1937; M.A., 1938. Loan guarantees and insur- 
ance. 1951, Columbia. 
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ArTHuR S,. FerFERMAN, Ph.D., New School for Social Research, 1950. The tax treatment 
of family income. 
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Grorce W. TuHatcuer, Ph.D., Wisconsin, 1951. Taxation of property in Ohio. 
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Eart K. Turner, Ph.D., Kentucky, 1951. Design of an assessors’ manual for a particular 
state. 

G. Cart Wrecanp, Ph.D., Northwestern, 1951. Fiscal developments in postwar Germany 
and their economic, political, and monetary backgrounds. 


Theses Completed and Accepted 


Harvey E. Brazer, B.Com., McGill, 1943; M.A., Columbia, 1947. Coordination in 
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business losses. 1952. Columbia. 
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through the use of the grant-in-aid. 1952. Columbia. 


' 
| 
ia, 
La 
| 
‘ 
PLY 


—_ — 


— 


802 THE AMERICAN ECONOMIC REVIEW 


Lanc L. Cantret, B.A., California (Los Angeles), 1939; M.A., Southern California, 1948. 
The modernization of American property taxation. 1952. Southern California. 

Marcaret M. CuarteswortH, B.Com., University of Queensland, Australia, 1942; MLS., 
Wisconsin, 1948. Incidence and effects of taxation under monopolistic competition. 
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in the federal state: a study of jurisdictional conflict. 1952. Columbia. 

Cuartes D. Crement, B.A., Piedmont, 1946. Trends in property tax exemption. 1953. 
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tax purposes, 1952. Wisconsin. 
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Peccy Herm, B.A., Duke, 1945; M.A., 1946. Financing federal irrigation projects through 
user charges. 1952. Columbia. 

Wruam H. Hickman, BS., Kansas State, 1941; M.A., Stanford, 1949. The burden of 
California taxes. 1952. Stanford. 

James E. Jensen, B.A., Wisconsin, 1948; M.A., 1949. Federal government debt policy 
and its inflationary effect. 1952. Wisconsin. 

James W. Jonnston, B.A., Western Ontario, 1947; M.A., Brown, 1949. Death and gift 
taxes in Canada. 1952. Indiana. 
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Murray C, Kemp, B.Com., University of Melbourne, 1946; B.A., 1947; M.A., 1949. The 
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Donor M. Lion, B.A., Harvard, 1945; M.A., Buffalo, 1948, The federal debt and eco- 
nomic activity, 1900-1950. 1951. Harvard. 

Date C. Marcoux, B.S., Kansas, 1929; M.B.A., 1937. The level of the federal personal 
income tax exemption. 1953. Minnesota. 

Tuomas E, McMixtan, Jr., B.A., Texas, 1947; M.A., 1948. The introduction of an in- 
come tax in Texas. 1952. Wisconsin. 

Hartan B. Miter, An analysis of Colorado business taxes. 1952. Colorado. 

Frank E. Morris, M.A., Michigan, 1949. Criteria for government lending. 1952. Michigan. 
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Lawrence B. Myers, B.S., Temple, 1945; M.A., Wisconsin, 1947, Some aspects of Swedish 
public finance. 1952. Wisconsin. 

Crester Mysticxt, M.A., Michigan, 1949. Problems of debt management. 1952. Michigan. 
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answer to New York City’s post-war financial problems? 1952. Columbia. 

Raymonp L. Ricxman, L.L.B., Chicago-Kent College of Law, 1940; M.A., Chicago, 
1948. The economic effects of the tax treatment of capital gains and losses in the 
United States and Great Britain. 1952. Chicago. 
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various statewide programs to improve local assessments. 1951. Kentucky. 

SHERMAN Suaptro, B.A., Queens; M.A., Chicago, 1951. A theory of public expenditures: 
state-local expenditures in the United States. 1952. Chicago. 

Rosert B. SHurman, M.A., Michigan, 1951. Some cyclical aspects of selected state taxes 
and tax and expenditure systems. 1952. Michigan. 

Arnot M. Soroway, B. A., Brown, 1942; M.A., 1948. The purchase tax and fiscal policy. 
1952. Harvard. 

Lee C. Sortow, B.A., Wisconsin, 1948; M.A., 1949, State income tax yields. 1952. 
Wisconsin. 

Ricwarp E. Speacte, B.A., California (Los Angeles), 1946; M.A., 1947; M.A., Princeton, 
1949. Comparative public debt policy, 1939-1949, the United States, Canada, and 
United Kingdom. 1953. Princeton. 

FREDERICK Stocker, B.A., Lehigh, 1947. Local non-property taxes. 1952. Cornell. 

Gorpre Stone, B.A., Hunter, 1943; M.A., New York, 1945. A study of the relief provi- 
sions of Section 722 of the Excess Profits Tax law. 1953. Columbia. 

Ricoarp K. Srvart, B.S., Rhode Island State, 1938; M.S., 1940. Financing public im- 
provements in Maine. 1951. Pennsylvania. 

Crara G. Sutiivan, B.A., Mt. Holyoke, 1936; M.A., Columbia, 1942. The value-added 
tax. 1952. Columbia. 

Mirtonw C. Taytor, B.S.A., British Columbia, 1939; M.S.A., 1946. The Michigan sales tax 
with particular reference to administrative problems. 1952. Wisconsin. 

Carey C. THompson, B.A., Texas, 1928; M.A., 1931. Financial aspects of unemployment 
compensation. 1951. North Carolina. 

Wisur R. THompson, M.A., Michigan, 1949. Institutional aspects of fiscal policy: a 
regional approach. 1952. Michigan. 

Norman B. Ture, M.A., Chicago, 1947, Federal debt policy during the war years. 1952. 
Chicago. 

James E. Watrter, B.A., Duke, 1942; I.A., Harvard, 1943. The problem of the national 
debt. 1952. California. 

Urric H. Wer, B.Com., McGill, 1945. Enforcement of the individual income tax: theory, 
practice, and performance. 1951. California. 

Rosert H. Wessex, B.A., Cincinnati, 1946; M.A., 1946. A re-examination of the theory of 
the incidence of taxation. 1952. Cincinnati. 

Mitton Witson, B.A., West Virginia State, 1937; M.C.S., Indiana, 1945. The technical 
determination of net income tax liability under the laws of the United States and selected 
states. 1951. Indiana. 

Rosert L. Winestone, B.A., Oregon, 1939; M.A., 1942. The undistributed profits tax 
as a counter-cyclical device. 1952. Northwestern. 

Jesse D. Winzenrer, B.S., Wyoming, 1945; M.S., Denver, 1946. The state of Wyoming: 

a history and evaluation of financial administration. 1952. New York. 
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Laurence N. WoopwortH, B.A., Ohio Northern, 1940; M.S., Denver, 1943. United States 
taxation of income earned abroad. 1952. New York. 

Cuao-Hsun Wu, B.A., St. John’s, Shanghai, 1945; M.A., Illinois, 1948. Inter-jurisdic- 
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Donato G. Bapcer, Ph.D., George Washington, 1951. The balance of payments: a tool 
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Jack F. Bennett, Ph.D., Harvard, 1951. Theory and practice of international payments 
agreements. 

Octavio A. Dias CaRNEtRO, Massachusetts Institute of Technology, 1951. Study on the 
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relationships. 

Wayne F. Getsert, Ph.D., Northwestern, 1951. Transport costs in the theory of inter- 
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Joun Hunter, Ph.D., Harvard, 1951. A case study of economic development of an 
underdeveloped country : Cuba, 1899-1935. 

Wiru1am T. Kerrey, Ph.D., Pennsylvania, 1951. Wheat under control: a study of inter- 
national wheat agreements. 

Joun M. Leticue, Ph.D., Chicago, 1951. Studies in the theory of the international 
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James R. Mappox, Ph.D., Illinois, 1951. International balance of payments adjustments 
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KatHryn McNamara MitcHett, Ph.D., Pittsburgh, 1951. United States canned foods 
in international trade. 

Ervin Mutter, Ph.D., Pennsylvania, 1951. Exchange rates and practices in a world of 
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Inst Mintz, Ph.D., Columbia, 1951. The decline in quality of American investments, 
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levies. 1952. Princeton. 

Epcar G. WitxtaMs, B.A., Evansville, 1947; M.B.A., Indiana, 1948. The status of the 
professional personnel executive and his function in Indiana business. 1952. Indiana. 

Henry E, Wrapre, B.C.S., Notre Dame, 1938; M.B.A., Harvard, 1948. Management prob- 
lems in programs for revising productivity standards under incentive wage plans, 1951. 
Harvard. 

Ecmer R. Youne, B.S., Utah, 1936; M.S., 1937. Some important distribution cost account- 
ing theories and practices. 1952. Columbia. 


Industrial Organization and Markets; Public Regulation of Business 


Degrees Conferred 


Epcar S. Bactey, Ph.D., Iowa, 1950, The application of the federal antitrust laws to 
some aspects of market structure. 

Gustav Drews, Ph.D., New York, 1951. Patent rights in the national economy of the 
United States. 

Max A. Getter, Ph.D., New York, 1951. The federal regulation of advertising. 

Hyman Gopi, Ph.D., Harvard, 1951. Domestic telegraph industry and the public interest : 
a study in public utility regulation. 

Orris C, Herrinpaut, Ph.D., Columbia, 1950. Concentration in the steel industry. 

Marsuatt C. Howarp, Ph.D., Cornell, 1951. Petroleum products marketing practices—a 
study in the relations between large and small business. 

Evit# KaurMan, Ph.D., Clark, 1951, A history of the Worcester War Price and Rationing 
Board. 

Wru1AM Marti, Ph.D., Harvard, 1951. Anti-trust acting against the Aluminum Company 
of America. 

Gustav F. Paranex, Ph.D., Harvard, 1951. Food rationing in Britain, 1939-1945, with 
notes on continental rationing. 

Josern D. Purmuirs, Ph.D., Columbia, 1951, Small enterprise and public policy. 

Epwarp W. Proctor, Ph.D., Harvard, 1951. Anti-trust policy and the industrial explosives 
industry. 

Royat H. Ray, Ph.D., Columbia, 1950, Concentration of ownership and control in the 
American daily newspaper industry. 
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Arcus E, Russert, Ph.D., New York, 1950. The location of iron and steel production— 
F.O.B. The mill price system vs. the basing point system. 

Avrrep L. Seetyve, D.C.S., Indiana, 1950. Fluid milk price control during World War II: 
OPA-Region 5. 


Theses Completed and Accepted 


Rupote# Jones, B.A., Shaw, 1930; M.A., Catholic, 1947. The position of small business 
in the American economy. Catholic. 

Warrey SHeEareR, B.A., Wabash, 1936; M.A., Wisconsin, 1941; M.A., Harvard, 1949. 
Competition through merger. Harvard. 


Theses in Preparation 


Tuomas V. V. Atwater, Jr., B.A., Washington, 1947; M.A., 1948. M.A., Harvard, 1951. 
Postwar wage “rounds” and oligopolistic rationale. 1951. Harvard. 

Frank C. Baker, M.B.A., Harvard, 1920. Public controls in the fluid milk industry. New 
School for Social Research. 

Harry L. Barrett, B.A., Rochester, 1942; M.A., Harvard, 1950. Price output policy in 
gypsum industry. Harvard. 

Gerorce D. Bopennorn, M.A., Chicago, 1948. Analysis of railroad regulation by the Inter- 
State Commerce Commission. 1951. Chicago. 

Arnotp H. Dramonp, B.B.A., College of the City of New York, 1946; M.A., Columbia, 
1947. The New York City Housing Authority; a study in public corporations. 1951. 
Columbia. 

Joun R. Fetton, B.A., California (Los Angeles), 1939; M.A., 1941. The dissolution of 
industrial combinations. 1952. California (Los Angeles). 

Morris Forxoscu, B.A., New York, 1936; M.A., 1938. The consumer aspect in anti-trust. 
New School for Social Research. 

Wiiu1am H. Harsavucn, B.A., Alabama, 1942; M.A., Columbia, 1947, The preparedness 
movement in the United States, 1914-1916. 1952. Northwestern. 

Riwceway Hoecstept, B.A., California, 1929; M.A., 1933. The relationship between in- 
ventoriable costs and selling prices of selected large industrial corporations, 1934-49. 
1952. Columbia. 

Joun A. Howarp, M.A., Harvard, 1948. The development of British monopoly policy. 
1951. Harvard. 

Jane Kennepy, B.A., Texas, 1943. Factors influencing the development of firms in the 
oil industry. 1953. Columbia. 

Harry T. Koptin, B.A., Oberlin, 1947, Certification criteria under the Natural Gas Act. 
1951. Cornell. 

Joun M. Lisuan, B.A., Pennsylvania State, 1941; M.A., California (Los Angeles), 1947; 
M.A., Harvard, 1951. The Sherman Act. 1951. Harvard. 

Joun S. McGee, B.A., Texas, 1947. The Robinson-Patman Act: its philosophy and in- 
terpretation. 1952. Vanderbilt. 

James McKie, B.A., Texas, 1943; M.A., 1947; M.A., Harvard, 1949. Bilateral oligopoly 
in industrial product markets. 1951. Harvard. 

Tuomas J. McNicuots, B.S., Texas Christian, 1947; M.B.A., 1948. Analysis of corporate 
growth and concentration in selected industries. 1951. Northwestern. 

Norman W. Ne son, B.A., Tufts, 1948; M.A., Fletcher School, 1950. Subsidies to producers 
as a substitute for tariffs. 1952. Fletcher School of Law and Diplomacy. 

Wuttam C, Noran, B.S., New Mexico State Teachers College, 1946; M.A., New Mexico, 
1948, Organization for the regulation of trade—the Federal Trade Commission from 
Humphrey to the basing point decisions. 1952. New York. 

Dickson Reck, BS., Illinois, 1927. Federal government purchasing: the effect of purchas- 
ing policy on prices and products. 1951. Columbia. 

Epwarp A. Rosrnson, B.A., St. Mary University, 1944; M.A., Catholic, 1947. Federal 

incorporation: a study of the proposals for requiring federal charters for corporations 

engaged in interstate commerce. 1953. Catholic. 
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Gwweon RosensiutH, B.A., Toronto, 1943. Industrial concentration in post-war Canada. 
1952. Columbia. 

Joun B. SHEAHAN, B.A., Stanford, 1948; M.A., Harvard, 1951, Competition vs. regulation 
as a policy aim for the telephone. 1952. Harvard. 

Gorpon SHILLINGLAW, B.A., Brown, 1945; M.S., Rochester, 1948. Requirements contracts 
and the suppression of competition. 1952. Harvard. 

Rusin Sumxin, B.A., Manitoba, 1947; M.A., Toronto, 1948. Government investment in 
natural monopolies—a case study. 1952. Chicago. 

James R. Smupson, B.A., Princeton, 1941; M.A., Harvard, 1949. Integration in the textile 
industry. 1951. Harvard. 

Epcar A. Toprin, B.A., Howard, 1949; M.A., 1950, A study of the defenders and defense 
of big business from 1900 to 1917. 1953. Northwesetern. 

Ricwarp A. Tysout, M.A., Michigan, 1949, Control of atomic energy. Michigan. 

James M. Water, B.A., Vanderbilt, 1922; M.A., 1927; LL.B., Yale, 1924. An evaluation 
of our national policy on close combinations. 1952. North Carolina. 

Jarep S. Wenp, M.A., Michigan, 1947. Federal control of the dairy industry. 1952. 

Michigan. 


Public Utilities; Transportation; Communications 
Degrees Conferred 


Ester J. Dupceon, D.C.S., Indiana, 1951. Intercity motor carrier transportation. 

Henry W. Hewertson, Ph.D., Chicago, 1951. The distance principle in railway freight 
rates, with particular reference to Canada. 

Frepertc P. Morrissey, Ph.D., Columbia, 1951. Economic study of the Ontario Hydro- 
Electric Power Commission. 

James P. Payne, Jr., Ph.D., Illinois, 1951. Some economic aspects of U.S. international 
air carrier operations. 

SamveEt B. Ricumonp, Ph.D., Columbia, 1951. State-wide telephone rates. 

Roy J. Sampson, Ph.D., California, 1951. The relationship between railroad freight rates 
and the domestic distribution of southern pine and Douglas fir lumber. 

James H. Stewart, Ph.D., Kentucky, 1951. Financial history of the Kentucky Utilities 

Company. 


Theses Completed and Accepted 


Eart C, Tursopeaux, B.S., Louisiaina State, 1941. The New Orleans-Houston port 
rivalry. Columbia. 

Ernest W. WritiaMs, Jr., B.S., Columbia, 1938; M.S., 1939, The regulation of rail-motor 

rate competition by the Interstate Commerce Commission. Columbia. 


Theses in Preparation 


Ropert L. Atten, B.A., Redlands, 1947; M.A., Harvard, 1950. The influence of power on 
industrial location. 1951. Harvard. 

EstHer R. Backer, B.A:, Radcliffe, 1941; M.A., 1945. Economics of urban transportation. 
1952. Harvard. 

Mrrton S. Baum, B.S., California (Los Angeles), 1939; M.B.A., Pennsylvania, 1940, The 
economics and regulation of air freight. 1952. Southern California. 

Harvey C. Bunke, B.S., Illinois, 1947; M.S., 1949. Air mail payments to scheduled air 
carriers, 1951. Illinois. 

Epwarp M. Carne, B.B.A., College of the City of New York, 1940; M.P.A., New York, 
1947, The regulation of commercial aviation under the Civil Aeronautics Act of 1938. 
1952. New York. 

Joun S. Davenport, M.S., Illinois, 1947. The utility of circulation aggregates to news- 

Paper management as shown in a quantitative evaluation of the circulation policies of 

the Register and Tribune Publishing Company, 1909-1950. Jowa. 
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Witram R. Drecxman, M.A., Michigan, 1947. Rate regulation in the air transport 
industry. 1952. Michigan. 

Rosert S. Envzic, M.A., Michigan, 1949. Competition in the air-transport industry: a 
case study in public control. 1952. Michigan. 

Micuaet Gort, B.A., Brooklyn, 1943; M.A., Columbia, 1951. The planning of invest- 
ment: a study of capital budgeting in the electric power industry. 1952. Columbia. 

Rates C. Hearn, B.A., Princeton, 1931; M.B.A., Indiana, 1948. The development of pipe 
lines in the United States. 1952. Indiana. 

Ricearp Herrman, B.A., Columbia, 1934. Government competition in public utilities. 
1952. Columbia. 

Roy E, Hurrman, B.S., Montana State, 1938; M.S., Maryland, 1939. Economics of 
irrigation development and public water policy. 1952. Wisconsin. 

Epwin Hvucues, B.A., Williams, 1919; M.A., 1934. The St. Paul reorganization. 1953. 
Columbia. 

Hersrrt E, Jounson, B.Ed., Southern Illinois, 1939; M.S., 1947. Pricing policies in the 
natural gas industry. 1951. Illinois. 

Wruram B. Keerine, B.B.A., Texas, 1946; M.A., 1949. The enforcement of the Public 
Utility Holding Act of 1935. 1952. Texas. 

James H. Lemuey, B.A., Mississippi, 1936; M.A., 1948. Development of the Gulf, Mobile 
and Ohio Railroad Company. 1952. Indiana. 

Harvey J. Levin, B.A., Hamilton, 1944; M.A., Columbia, 1948. Cross channel ownership 
of mass media: a study in social evaluation. 1952, Columbia. 

Merton H. Miter, B.A., Harvard, 1943. Discrimination in railroad rates. 1952. Johns 
Hopkins. 

Epwarp J. Neuner, Jr., B.A., Brooklyn, 1944; M.A., Wisconsin, 1945. State and federal! 
regulation of natural gas industry. 1953. Columbia. 

James A. Snitzier, B.A., Washington, 1943; M.B.A., Columbia, 1949. A study of the 
pricing policies of the Bonneville Power Administration : their theory, structure and effects. 
1952. Columbia. ' 

Horace Townsenp, Jr., M.A., Pennsylvania, 1939. Long-term problems in the coastwise 
and inter coastal shipping industry. 1952. Pennsylvania. 

Letanp S. Van Scoyoc, B.S., Kansas State, 1926; M.S., 1935. History of the development 
and economic importance of the Chicago, Indianapolis and Louisville R.R. 1952. Indiana. 

Wiru1am Werner, B.A., Texas, 1939; M.A., 1946. A study of the Hope Natural Gas 
Company—its historical background and economic significance. 1952. Columbia. 

Tueopore L. Wuiteset, B.Ed., Charleston Teacher’s College, 1931; B.S., Illinois, 1932; 
M:S., 1933. Joint federal-state jurisdiction in the regulation of interstate public utilities 
corporation. 1951. Illinois. 

Joun G. Yencnar, B.A., Princeton, 1925; M.A., 1926. Federal airline regulation, 1926- 
1951. 1953. Columbia. 

Wru1aM M. Zentz, M.A., Michigan, 1947. Simplification and integration of public utility 
holding companies. 1952. Michigan. 


Industry Studies 


Degrees Conferred 


Guy Brack, Ph.D., Chicago, 1951. Market controls in the California grape industry: an 
evaluation. 

b eae Craven, Ph.D., Harvard, 1951. Structure and functioning of the U.S. wool 
industry. 

Harry M. Drxon, Ph.D., Illinois, 1951. The Illinois coal mining industry. 

Wr A. Haves, Ph.D., Catholic, 1951. The hotel industry in the American economy. 

Donato R. Hopcman, Ph.D., Harvard, 1951. New production index for Soviet industry. 

Martua C. Howarp, Ph.D., Columbia, 1951. History of the margarine industry. 

Frepertck T. Moore, Ph.D., California, 1951, Industry organization in non-ferrous metals. 
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James A. Morris, Ph.D., Harvard, 1951. Woolen and worsted industry in the southern 
Piedmont states. 

Wattace B. Netson, Ph.D., Iowa, 1950. The oil industry: a case study in imperfect 
competition. 

Lioyp B. Savitte, Ph.D., Columbia, 1940. Price determination in the gray-iron foundry 
industry. 

Cart M. Stevens, Ph.D., Harvard, 1951. Problem of the household industry in input- 
output studies. 

Striner, Ph.D., Syracuse, 1951. An analysis of the bituminous coal industry in 
terms of total energy supply and a synthetic oil program. 


Theses in Preparation 


Rosert R. Avuray, B.A., Georgetown, 1947; M.A., 1949. Production functions for a 
malleable casting firm. 1952. Columbia. 

Freperick E. Batperston, B.A., Cornell, 1948; M.A., Princeton, 1950. Vertical integration 
in the housing industry. 1952. Princeton. 

Victor J. Baran, B.S., Georgia Tech, 1942; B.S., 1946; M.S., 1949. Economic factors 
influencing the location and growth of the chemical industry. Virginia. 

Harry R. Braprey, B.A., California (Los Angeles), 1948. The aluminum industry in a 
defense economy. 1953. Columbia. 

Mavrice L. Brancu, B.A., Michigan State, 1946; M.A., 1947. Some economic aspects 
of the paper and pulp industry. 1952. Wisconsin. 

Rosert E. Carmopy, B.S., St. Louis, 1943; M.S., 1948. The economic theory of demand 
in the Firestone Tire and Rubber Company’s price quality study. 1952. St. Louis, 

Paut R. Cawrurop, B.A., Marietta, 1946; M.A., Columbia, 1948. The development of the 
salt, petroleum and chemical industries in the Upper Ohio Valley. 1953. Columbia. 

Rosert H. Corr, B.S., Illinois, 1939; M.S., 1940. Some marketing aspects of vertical in- 
tegration in the Southeastern textile industry. 1952. North Carolina. 

Pavut W. Cook, Jr., B.A., Brown, 1948. The economic basis and effect of the development 
of synthetic liquid fuel processes. 1951. Chicago. 

Cartes R, Dean, B.S., Harvard, 1945, Economic aspects of the legitimate theater. 1952. 
Columbia. 

Epcar O. Epwarps, B.A., Washington and Jefferson, 1947; M.A., Johns Hopkins, 1949. 
Expansion in the chemical industry in the United States. 1951. Johns Hopkins. 

Atrrep O. GinxEt, B.A., Rochester, 1944; M.S., 1946, Invention and innovation in the 
graphic arts industry, 1930-1950. 1951. Massachusetts Institute of Technology. 

Apa M. Harrison, B.A., State College of Washington, 1941; M.A., Radcliffe, 1949. An 
economic analysis of the furniture industry. 1951. Harvard. 

J. Ricuarn Powett, B.A., Santa Barbara State College, 1938; M.A., California (Los 
Angeles), 1939. The Mexican petroleum industry since expropriation. 1951. California 
(Los Angeles). 

Martin M. Psaty, B.A., California, 1939. Output and productivity in building construc- 
tion. 1952. New ‘York. 

Ricnarp E. Rweway, LL.B., Jefferson, 1936; B.B.A., Texas, 1946; M.B.A., 1947. The 
manufacture and marketing of Arkansas-made furniture. 1951. Ohio State. 

Vernon W. Ruttan, B.A., Yale, 1948; M.A., Chicago, 1950. Technological progress in 
the meat packing industr) . 1951. Chicago. 

Ricuarp ScHeucnu, B.A., Princeton, 1942; M.A., 1948. The building trades unions and 
the cost of housing. 1952. Princeton. 

Stantey Scwor, B.A., Pennsylvania, 1943; M.A., 1950, Ratio of capital to product in 
manufacturing by size of plant. 1952. Pennsylvania. 

Gertrupe Scurozper, B.A., Colorado State College of Education, 1940; M.A., Johns 
Hopkins, 1948, The growth of the business unit in the iron and steel industry. 1951. 
Johns Hopkins. 

Joun R. SuMMERFIELD, B.S., Massachusetts Institute of Technology, 1938; M.B.A., Cali- 
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fornia, 1947. The economic effects of the development of automatic process controls in 
American industry. 1952. California. 

Gerorce S. Tottey, B.A., American, 1947; M.A., Chicago, 1950. Economic efficiency in the 
meat packing industry. 1951. Chicago. 

Marcus Vosk, B.S., College of the City of New York, 1929; M.A., Columbia, 1931. A 
contribution to the history of the machine industry. New School for Social Research. 

Harotp L. Watret, B.A., Queens, 1942; M.A., Columbia, 1947, The whiskey industry. 
New School for Social Research. 

Grorce W. Wricut, B.A., Kent State, 1948; M.A., Harvard, 1950. Industrial location 

theory and economic development. 1952. Harvard. 


Land Economics; Agricultural Economics; Economic Geography 
Degrees Conferred 


Geratp R. Assennavus, Ph.D., Illinois, 1951. Locational changes in the food processing 
industries between 1939 and 1947. 

Resat M. AxTan, Ph.D., California, 1950, Agricultural policy of Turkey, with special 
emphasis on land tenure. 

Vance I. Atvis, Ph.D., Virginia, 1951. The interstate economic relationships of Arkansas: 
prewar and postwar. 

Ricwarp B. Anprews, Ph.D., Wisconsin, 1951. An examination of the post-war adjust- 
ments, trends, and problems in the Madison, Wisconsin, housing market. 

KennetH BAcHMAN, Ph.D., Harvard, 1951. Chapters on farm size, with special emphasis 
on low production farming units. 

Emer E, Broapsent, Ph.D., Illinois, 1950. The demand for quality eggs in the Chicago 
retail trade. 

Owen L. Brovcu, Ph.D., Iowa State (Ames), 1950. Economics of marketing hogs by 
carcass weight and grade. 

Samuet L, Brown, Ph.D., Georgetown, 1951. The elasticity of demand of housing. 

Date E. Butz, Ph.D., Minnesota, 1950. An economic analysis of the Minnesota dry milk 
industry. 

Frep E. Case, D.C.S., Indiana, 1951. Federal budgetary commitments for housing 1930- 
1951—implications. 

Davip A. Crarke, Jr., Ph.D., California, 1951. Costs, pricing, and conservation in whole- 
sale milk delivery in Los Angeles. 

Warren E. Cortins, Ph.D., Illinois, 1950. Methodology in the measurement of fluid milk 
consumption and factors affecting demand. 

Rosert L. Croprus, Ph.D., California, 1950. An analysis of statutory marketing control 
programs in the California-Arizona orange industry. 

Joun H. Cumservann, Ph.D., Harvard, 1951. Locational structure of the East Coast steel 
industry. 

Leste E. Drayton, Ph.D., Wisconsin, 1951. Marketing fruits and vegetables in south- 
eastern Wisconsin. 

Manmounp A. Et-Suarie, Ph.D., Wisconsin, 1951. Population pressure on land and the 
problem of capital accumulation in Egypt. 

Grenn W. Freemyver, Ph.D., Illinois, 1950. History and an economic analysis of milk 
supply problems in the St. Louis marketing area, 1910-1949. 

Joun C. Frey, Ph.D., Iowa State (Ames), 1951. Some obstacles to recommended land 

. use practices in western Iowa and means for overcoming them. 
RNEST M. Govtp, Jr., Ph.D., Harvard, 1951. Economic blems of managing small 
woodland holdings in New England. ‘it 

Epcar Harr, Ph.D., Harvard, 1951. Federal-state-local relations in agriculture, a general 
survey. 


ey 
Hans G. Hirscn, Ph.D., Minnesota, 1950. The role of cooperatives in the federal milk 
marketing scheme. 


Haratp R. Jensen, Ph.D., Iowa State (Ames), 1950. Economics of crop rotations. 


ii 
q 
f 
i 
te: 
§ 
¥ 
2A 
A nT ; 
q 
j 
ibe 
Tha 
4 
- 


817 


LIST OF DOCTORAL DISSERTATIONS 


Mantey H. Jones, 9.C.S., Harvard, 1950. Problems of the soybean industry. 

RanvotpH G. Krnasrew, Ph.D., Louisiana State, 1950. Tung oil: an economic analysis. 

Ricuarp Kinc, Ph.D., Harvard, 1951. Location of agriculture production theory and 
application to the poultry meat industry of eastern Connecticut. 

Geratp Korzan, Ph.D., Minnesota, 1951. Marketing dairy products in sparsely populated 
regions with special reference to Montana. 

Avpen C. Mancuester, Ph.D., Harvard, 1951. Price-making in the Boston egg market. 

SterHEN L. McDonatp, Ph.D., Texas, 1951. Future agricultural policy with a view to an 
integrated economy. 

Joe R. Mornerat, Ph.D., Wisconsin, 1951. Progress of land tenure adjustments in a family 
farm area of Texas. 

Orrar Nervix, Ph.D., Harvard, 1951. Chain store selling and buying. 

Kennetu E, Ocren, Ph.D., Minnesota, 1951. An analysis of consumer demand for fresh 
citrus fruits, frozen concentrated orange juice, and selected canned fruit juices. 

Jacos Oser, Ph.D., Columbia, 1950. Government price policy in agriculture. 

Wirttam N. Parker, Ph.D., Harvard, 1951. Fuel supply and industrial strength. 

Perry F. Pamper, Ph.D., California, 1951. An economic analysis of the diversified agri- 
culture of Hawaii. 

Appison D. Reep, Ph.D., California, 1951. Improving California poultry management. 

SHerMAN T. Rice, Ph.D., Illinois, 1950. Interregional competition in the commercial 


broiler industry. 
Henry M. M. Ricwarps, Ph.D., New York, 1951. Attempts by the federal government to : 
support agricultural prices. : 
Frep Scraper, Ph.D., Illinois, 1951. The demand for meat in Canada. $ 
Txeopore Srecarr, Ph.D., Minnesota, 1951. An economic study of rural electrification in 
Minnesota. 


Eart R. Swanson, Ph.D., Iowa State (Ames), 1951. Agricultural resource productivity and 
attitudes toward the use of credit in southern Iowa. 
Vincent I. West, Ph.D., Dllinois, 1951. Evaluation of certain systems for differentiating : 
market qualities of soybeans. t 
Atex Swantz, Ph.D., Minnesota, 1951. Economic effects of government regulations of ; 
fluid milk market with special reference to the Minneapolis-St. Paul market. j 


FrevertcK R. Taytor, Pa.D., Minnesota, 1951. An economic analysis of quality deteriora- 
tion in Minnesota eggs. 

J. Rosert Tompxin, Ph.D., Iowa State (Ames), 1950. Evaluation of the production and 
subsistence loan program in Iowa. i 

Raymonp F. Wattace, Ph.D., Northwestern, 1951. The economic background and manag- i 
erial decisions in the location of industrial plants in Mississippi under the Balance 
Agriculture with Industry Program. 

Donatp B. Wiu1AMs, Ph.D., Illinois, 1950. The application of the economic theory of the 
firm to farm management research with special reference to recent advances in dynamic q 
economics, 

Francis S. YeaceR, Ph.D., Minnesota 1951. The metropolitan twin cities, a regional entre- 

pot—an economic analysis and interpretation of the upper midwest. 


Thesis Completed and Accepted 


Gertrupe Natuscu, B.A., Mt. Holyoke, 1941; M.A., Radcliffe, 1945, Planning family 
food budgets for improved nutrition. Harvard. 


Theses in Preparation 


V. Norman Averecut, B.S., Maryland, 194+; M.A., 1945. Consumption of agricultural 
production in the United States. Harvard. 

Watton J. Anverson, B.S., Saskatchewan, 1942; M.S., 1944. The economic efficiency of 
British Columbian agriculture. 1951. Chicago. 

Cuester B. Baker, B.S., Iowa State (Ames), 1946; M.S., 1948. Government participation 

in agricultural credit. California. 
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Evmer F, Baumer, M.S., Ohio State, 1947, Formulas for pricing of milk to producers in 
Ohio, 1951. Ohio State. 

SHerwoop O. Berc, B.S., South Dakota State College, 1947; M.S., Cornell, 1948. An 
economic analysis of agricultural production credit in Minnesota. 1951. Minnesota. 

Cuar.es E, Bisnop, B.S., Berea, 1946; M.S., Kentucky, 1947, Off-farm employment as a 
means of improving family opportunities in agriculture, 1952. Chicago. 

H. Wayne Birtinc, B.S., Illinois, 1933; M.S., Iowa State (Ames), 1937. Problems in 
measuring and analyzing marketing margins for selected fruits and vegetables, 1951. 
Minesota. 

Georce F. Broom, B.S., Indiana, 1941; M.B.A., 1948. The appraisal plant of information. 
1952. Indiana. 

Tep R. Brannen, B.S., Arkansas, 1944; M.S., 1947, The surplus problem in agriculture. 
1951. Texas. 

Arnotp Brekke, B.S., Minnesota, 1942. Development of agricultural policy. 1951. 
Minnesota. 

Joun T. Buck, B.S., Western Kentucky State, 1938; M.S., Kentucky, 1947, An economic 
analysis of the shift from cream to whole milk in Minnesota cooperative creameries. 
1951. Minnesota. 

Witsur D. Buppemerer, B.S., Illinois, 1933; M.S., 1941. Economic problems of forage 
production and utilization on Illinois farms. 1952. Illinois. 

Dovetas D. Caton, B.S., Wisconsin, 1948; M.S., 1949. Trends in prices, production, 
processing and distribution of canning peas and sweet corn in Wisconsin. 1952. Wisconsin. 

Gorvon J. CHapman, B.S., Missouri, 1947; M.A., 1948. The marketing of prefabricated 
homes in the Midwest. 1952. Indiana. 

James H, Crarxe, B.S., Kentucky, 1935; M.S., 1937. Some economic aspects of fluid milk 
marketing in West Virginia. 1952. Minnesota. 

Epwin J. Coun, Jr., B.A., Harvard, 1942. Regional location of industry in the Pacific 
Northwest. 1952. Columbia. 

Pair E. Corpwe tt, B.S., Illinois, 1946; M.S., 1947. Some aspects of the Columbia and 
Missouri River projects. 1952. Wisconsin. 

Rex F. Dary, B.S., Utah State, 1938; M.S., Maryland, 1939. An analysis of prospective 
demand outlets and market outlets for the products of western agriculture. 1952. Illinois. 

Krncutoe C. Davis, M.S., Oklahoma A, & M., 1941. The farm lease influence on farm 
organization and tenure stability. 1953. Wisconsin. 

Lee M. Day, B.S., Iowa State (Ames), 1947; M.S., 1948. An economic analysis of leasing 
arrangements. 1951. Minnesota. 

Wim M. Drummonp, B.A., Queen’s, 1923; M.A., Toronto, 1924; M.A., Harvard, 
1951. Economics of the Canadian dairy industry. 1952. Harvard. 

Epcar S. Dunn, Jr., B.S.B.A., Florida, 1943; M.A., 1948; M.A., Harvard, 1950. The 
solution of land use patterns in agriculture. 1951. Harvard. 

Cartos C. Erwin, B.A., Murray (Kentucky), 1939; M.S., Illinois, 1948. Analysis of some 
interregional economic problems in the marketing of agricultural products. 1952. Illinois. 

Merritt B. Evans, M.S., Ohio State, 1948. Some of the physical and quality factors to 
be considered in an improved system of buying and selling hogs. 1951. Ohio State. 
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low returns to southern agricultural labor. 1953. Columbia. 

Joun Parxany, D.Jur. Budapest, 1945; M.A., Georgetown, 1949. The effects of wage 
changes upon employment under prevailing American economic conditions. 1952. 
Columbia. 

Norman G. Pavuttne, B.A., Texas, 1944; M.A., 1947. Relations of government and labor 
in New Zealand. 1952. Texas. 

Joun M. Pererson, B.A., Washington, 1942; M.B.A., Harvard, 1947; M.A., Chicago, 
1950. “Shock effect” of a wage increase on management efficiency. 1951. Chicago. 

CuHartes Puitiips, M.A., Iowa, 1950. State efforts to settle labor disputes in public 
utility industries. 1952. Iowa. 

Luoyp F. Pierce, B.A., Carson-Newman, 1939; M.A., American, 1945. A history of the 
American Association for Labor Legislation. 1952. Wisconsin. 

ArtHuR R. Porter, Jr., B.S., Washington and Lee, 1940; M.A., Pennsylvania, 1948. 
Property rights in jobs—a case study of the practices of the International Typographical 
Union. 1952, Pennsylvania. 

Rosert Ramon, B.S., Columbia, 1947; M.S., Cornell, 1948. Comparative wages and their 
relevance to wage determination, with particular reference to the wage survey work of 
employer associations, 1951. Cornell. 

Louis RemMers, B.A., Antioch, 1946; M.S., Purdue, 1948. A qualitative study of some 
determinants of membership participation in a local union. Cornell. 

-Raymonp Ritranp, M.A., Iowa, 1948. A study of state and federal regulation of the 
closed shop. 1951. Iowa. 
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Rosert McC. Rosinson, B.A., California, 1935; M.A,, 1937. A history of the teamsters 
in the San Francisco bay area, 1850-1950. 1951. California. 

Tueopore W. Rorster, B.S., Nebraska, 1941; M.A., Nebraska, 1947. State-federal relations 
in labor legislation. 1952. Wisconsin. 

Witt E. Rocers, B.A., Missouri, 1941; M.A., 1947. The St. Louis Labor Health 
Institute: a study in labor-management cooperation. 1951. Missouri. 

Benjamin A. Rocce, M.A., Nebraska, 1946. Wage policy and the location of industry. 
1951. Northwestern. 

Hizpa Rosensioom, M.A., Radcliffe, 1949. An analysis of benefits for medical care and 
sickness in collective bargaining agreements. 1952. Harvard. 

Sverre I. Scuetprup, B.A., North Dakota, 1928; B.S., 1930; M.A., 1931, Labor-coopera- 
tive relations in Norway. 1951. Wisconsin. 

Josern Scuerer, B.A., Brooklyn, 1939; M.A., Chicago, 1948. Collective bargaining in 
service industries: a study of the year-round hotels. 1951. Chicago. 

Grorce Settzer, B.A., Chicago, 1940. The economics of multi-industry unionism. 1951. 
Chicago. 

Harotp A. SHapiro, B.S., Milwaukee State Teachers College, 1939; M.Ph., Wisconsin, 
1940. History of labor in San Antonio, Texas. 1951. Texas. 

Kart F, Suupson, Jr., B.A., Baker, 1944; M.A., Northwestern, 1946. The survival capacity 
of public service unions, 1952. Wisconsin. 

Stepuen C. Situ, B.A., DePauw, 1943. Employment opportunities in rural areas, 1951. 
Wisconsin. 

Irvin Soper, B.S., Ohio State, 1939; M.A., 1946; M.A., Chicago, 1948. Analysis of the 
pattern of collective bargaining in the rubber industry. 1951. Chicago. 

Joun H. D. Spencer, B.A., Florida, 1941; M.A., 1942. Labor mobility in the El Paso 
area. 1952. North Carolina. 

BenyaMin S. StepHANsky, B.A., Wisconsin, 1939; M.A., 1942. Role of American labor in 
the international scene. 1952. Wisconsin. 

Rosert E. Stratn, B.A., Wichita, 1937; M.A., Wisconsin, 1946. Occupational wage rate 
differences: determinants and recent trends. 1952. Wisconsin. 

Gerorce Streuss, B.A., Swarthmore, 1947. Leadership, participation, and democracy in the 
local union. 1951. Massachusetts Institute of Technology. 

Jay Tass, M.A., Chicago, 1949. A study of white collar unionism (tactics and policies 
pursued in building the Wholesale and Warehouse Workers’ Union of New York). 1952. 
Chicago. 

Geratp THompson, M.A., Iowa, 1948. The role and the effects of a private industrial 
pension plan, 1952. Iowa. 

KennEtH THompson, M.A., Iowa, 1947. Wage determination in the tractor industry. 1951. 
lowa. 

Procrer THomson, B.A., Ohio State, 1940; M.A., 1941; M.A., Chicago, 1948. The pro- 
ductivity of labor in agriculture: an international comparison. 1951. Chicago. 

Hatsten J. Tuorxerson, B.A., Wisconsin, 1938; M.A., 1946. Membership activities in 
selected trade unions. 1952. Wisconsin. 

Gene B. Tieton, B.A., California (Los Angeles), 1944; M.A., 1947, The labor movement 
in the Los Angeles area 1939-1949. 1952. California (Los Angeles). 

Witiiam B. Wart, B.A., Tulane, 1940; LL.B., 1942. An historical and comparative study 
of the development of labor legislation in New York and California. 1953. Cornell. 
Joun R. Warxer, B.A., Georgetown, 1943; M.A., Columbia, 1948. Labor arbitration 

between General Motors and the U.A.W. 1953. Columbia. 

Aaron W. Warner, B.A., New York, 1929; LL.B., Harvard, 1932. Labor under planning: 
a case study in British trade unionism. 1951. Columbia. 

Hersert E. Werner, B.S.S., College of the City of New York. 1941; MA, Co! 

1943. Public policy and the regulation of discrimination in employment. 1952. Columbia. 

Ernest D. Wenrick, M.A., Michigan, 1949. Structure of the labor market and the theory 
of wage distribution. 1952. Michigan. 
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Rosert J. Worrson, M.A., Chicago, 1950. Regional wage differentials for hired agricul- 
tural labor. 1951. Chicago. 

Norman J. Woop, B.A., Tusculum, 1947; M.A., Columbia, 1948. Restrictions of work 
output by the American railway unions. 1953. Columbia. 

Murray Yanowrrtca, B.S.S., College of the City of New York, 1947; M.A., Columbia, 
1949. Some aspects of labor-management relations in the USSR. 1952. Columbia. 

Sain Cuenc Yu, M.A., Iowa, 1949. A study of non-wage labor costs. 1952. Jowa. 


Population; Social Welfare and Living Standards 
Degrees Conferred 


Evcene R. Beem, Ph.D., Pennsylvania, 1951. Consumer financed testing and rating 
agencies in the United States and their functions in the economy. 

Herman D. Brocsa, Ph.D., New School for Social Research, 1950. Socio-economic 
discrimination against the New York City Negro. 

ArtHur D, Butter, Ph.D., Wisconsin, 1951. The public employment service in the United 


States. 

Tuomas J. Hartstones, Ph.D., St. Louis, 1951. Historical and economic aspects of pension 
plans in the automobile industry. 

Ernest Kurnow, Ph.D., New York, 1951. The modern foundation: a problem in social 
and administrative control. 

Harvey Lerenstein, Ph.D., Harvard, 1951. Effect of seniority rules and work-sharing 
on unemployment compensation benefit costs. 

Carvin W. Strtiman, Ph.D., Chicago, 1950. Economic analysis of the policies of organized 


medicine. 
Theses Completed and Accepted 


JoserH M. Becxer, B.A., Xavier, 1931; M.A., St. Louis, 1936; S.T.L., 1946. Charges of 
abuse in unemployment benefits during the reconversion period; a study in limits. 
Columbia. 

Bruno J. Hartune, B.S., St. Vincent, 1939; M.A., Catholic, 1948. A study of the economic 
status of the professor in American colleges and universities. Catholic. 


Theses in Preparation 


Gerorce W. Barctay, B.A., Pennsylvania State, 1945; M.A., Princeton, 1950. A demographic 
study of Taiwan as a case of colonial development. 1952. Princeton. 

Francis W. Barsatov, B.S., Drake, 1947; M.B.A., Southern California, 1949. Economics 
of group medical service in the United States. 1952. Southern California. 

Grapys C. Brrnxrant, B.A., Hunter, 1945; M.A., Yale, 1946. Some monetary and fiscal 
effects of private pension financing. 1952. Wisconsin. 

Joun J. Carrot, M.A., Michigan, 1947. Fiscal aspects of social security programs. 1952. 
Michigan. 

Joun A. Corps, B.S., Wisconsin, 1947; M.S., 1948. Views and concepts of social security. 
1952. Wisconsin. 

Grorce T. Dowpy, M.S., Ohio State, 1948. An economic analysis of consumer food buy- 
ing habits. 1952. Ohio State. 

ArTHurR W. Etse, B.S., Milwaukee State Teachers, 1938; M.Ph., Wisconsin, 1942, Com- 
pulsory health insurance movements in the Un‘ted States. 1952. Wisconsin. 

Ernest M. Van Den Hoac, M.A., Iowa, 1942. Economic and social aspects of education. 
1952. New York. 

E. A. Harz, B.A., Gustavus Adolphus, 1943; M.A., Illinois, 1948. Analysis of wage earner 
— studies with emphasis on certain sub-groups of purchases, especially meats. 1952. 

Jutes Josxow, B.S., College of the City of New York, 1941; M.A., Columbia, 1942, The 
health insurance plan of greater New York. 1952. Columbia. 
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Joseru J. Kiros, B.S., Oklahoma A. & M., 1940; MS., 1941. The farmers and social 
security. 1952, Wisconsin. 

Grorce F, Mar, B.A., Princeton, 1943; M.A., 1948. Selective aspects of the problem of 
population projection. 1952. Princeton. 

Rosert D. Mason, B.A., Fredonia State Teachers, 1946; M.S., New York State College 
for Teachers, 1947; M.A., Vanderbilt, 1949. Long range financing of unemployment 
insurance in Tennessee. 1952. Vanderbilt. 

Rosert G. Meneree, B.A., Berea, 1940; M.B.A., Tulane, 1942. Temporary disability com- 
pensation in the United States. 1952. Wisconsin. 

Leon D. Mosxow11z, B.S., College of the City of New York, 1947; M.S., Wisconsin, 
1948. The C.I.O. and social security. 1952. Wisconsin. 

Puitirp J. Netson, B.A., Texas, 1948; M.A., Columbia, 1950. The relationship between 
consumption habits and productive efficiency. 1953. Columbia. 

Rosert Osporn, Jr., B.A., Princeton, 1943; M.A., 1948. The concept of mobility in 
economic theory. 1952. Princeton. 

Water Poiner, B.A., Wisconsin, 1947; M.A., 1948, Railroad social security. 1952. Wis- 
consin. 

Dantet B. RatHsun, B.A., Pomona, 1947. Economic evaluation of the Heme-Loan 
Provisions of Title III of the Servicemen’s Readjustment Act, as amended. 1952. Cali- 
fornia. 

Jerome RoTHENBERG, B A., Columbia, 1945; M.A., 1947. Welfare economics applied to 
hospitals. 1952. Columbia. 

Norman B. Ryper, B.A., McMaster, 1944; M.A., Toronto, 1946; M.A., Princeton, 1949. 
The measurement of temporal variation in reproductivity. 1952. Princeton. 

Sipney W. Sarssurc, B.A., Michigan State, 1946; M.A., Wisconsin, 1947. The Townsend 
Plan and other universal pension programs. 1953. Wisconsin. 

Cuven-Yinc T. Sain, B.A., Central Political Institute (China), 1940; M.A., Wisconsin, 
1946. Analysis in the field of health insurance. 1952. Wisconsin. 

Gorpon S. Sxrnner, B.S., Boston, 1948; M.S., Wisconsin, 1949. Experience rating in un- 
employment insurance. 1952. Wisconsin. 

Frep Sravicx, B.A., Wisconsin, 1946; M.A., 1947; M.A., Princeton, 1949, The provision 
of health insurance and medical care through collective bargaining. 1952. Princeton. 

Georce J. Stotnitz, B.A., College of the City of New York, 1939; M.A., Princeton, 1942. 
Studies in the derivation of life table measures from single censuses. 1951. Princeton. 

Lyte R. Truestoop, B.S., Missouri, 1948; M.A., 1949. Disqualification of unemployment 
compensation benefits in Indiana. 1952. Indiana. 

Cuartes E. Wotter, B.S., St. Louis, 1938; M.S., 1943. A critique of the federal program 
of mortgage insurance and home-loan guaranties, 1934-1949. 1952. St. Louis. 

ApraHaM I. Zeten, B.S., New York, 1936; M.A., 1937. Medical men and social legislation 

in Victorian England. 1952. New York. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to : who wish to make known 
their availability for positions in the field of economics and to administrative 
officers of coll and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no suey for making a selection omeng 
the applicants or following up the results. The Secretary's Office wil! merely affor 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. . 

Communications should be addressed to: The Secretary, American Economic 
Association, Northwestern University, Evanston, Illinois. 


Vacancies 


Investment counsel: For our investment counsel work, we would like to hire a man 
of outstanding intellectual ability to be trained in the study of investment opportuni- 
ties and in the valuation of investment securities. The only requirements are that he 
should have a d in economics, statistics, or finance and he should have a uni- 
versity record ing him in the top 10 per cent of his class. A lady might be 
considered for this work if she were outstanding. However, it is desirable, also, that 
the man should have some experience in the purchase and sale of stocks and bonds 
and that he should be exempt from call for military service. Templeton, Dobbrow 
& Vance, Inc., 30 Rockefeller Plaza, New York 20, N.Y. 


Economists Available for Positions 


Economic theory, monetary economics, business cycles, international economics, eco- 
nomic history: 30, married, Ph.D. residence completed at Columbia University. 
i teaching and administrative ience in Eastern colleges; 2 years of 

ic research. Seeks ing or research position. 

2 


International trade, finance, statistics, prices, money and banking, principles: Man, 
. 32, M.B.A., Columbia University; Ph.D. nearing completion. Currently assistant 
professor. Available in September. E326 


control, comparative economic 
dergraduate scholarship holder; 


Principles of economics, monetary the ublic 
money and banking: Man, 09. un 

loctoral fellow for 2 years. Two years of teaching experience; last appointment was 
as assistant professor. Desires to settle permanently in the East. Available at A 
tember, 1951. 339 


Money and banking, economic history, labor economics, history of economic thought, 

ublic finance, comparative systems, economic statistics, introductory eoonomics: 
on 30, married, course a for Ph.D. completed at Columbia University, 
veteran of World War II. One and a half years (including two summer —— 
3 


of teaching experience in wide range of courses. 


Economic principles, economic thought, general economic history, monetary economics, 
labor problems, comparative economic systems, structure of Soviet economy: 

27, B.A. (summa cum laude), New York University; M.A., Columbia University; has 
completed residence requirements for Ph.D. at Columbia University, Part-time in- 
structor in economics at large Eastern university; at present, national executive 
director of an Institute of Social and Political Science. teaching position. Avail- 
able in September, 1951 E352 
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Economic theory, monetary economics, business cycles, international trade, economic 
history, statistics: Man, 35, married, M.A., Columbia University, with further work 
towards Ph.D. Two years of part-time ing at leading university; 2 years 4 ex- 
perience with private organization. teaching position. Available in 
September, 1951. E366 
Economic theory and Spiele, Eastern European economics, international economic 
problems, sociological background of economics: Man, 30, married, Ph.D. ( magna 
cum laude), University of Innsbruck (Austria); permanent permit for America. 
Special interest in relations between religion and economics from Protestant stand- 
point. Desires teaching or research position. E376 


Economic history, international economics, history of economic thought, comparative 
economic systems, principles, problems: Woman, Ph.D. Five years of teaching ex- 
perience; at present at university in Middle West. Desires position for fall, pone 


Public finance (including fiscal policy), money and banking, corporation finance, 
international commercial and economic policies, general economics: Man, matri 

Ph.D., LL.D. Extensive experience in teaching, research, and local, state, and na- 
tional government service, retiring from well-known American university. Available 
in September, 1951. E385 


Economics, scientific method, business cycle analysis, monetary theory, money and 
banking, political economy: Man, 30, married; equivalent of Ph.D. academic work 
virtually completed. Six years of experience in economic research in leading Ameti- 
caa independent research organization and university business research bureau; brief 
experience in government agency; capable of directing staff of a research bureau. 
Author of several booklets, research studies, and responsible for publications of 
weekly research bulletins. Seeks position that involves research and writing, as well 
as teaching. Résumé, samples of writings, and references available on request. Avail- 
able immediately. E388 


Public finance, economic principles, business cycles, international economics: Man, 
26, M.A.; one year on Ph.D. as an exchange student to a British University. Some 


experience in teaching and research. Desires position with opportunity for pursuing 
further graduate study. Available immediately. E389 


Economic theory, money and banking, productivity and national income statistics: 
Man, 27, married, Ph.D.; educated American and European universities. Teaching 
experience in American universities; newspaper experience in Europe. Seeks teaching 
or research position. At present employed. E390 


History of economic doctrines, principles of economics, economics of industry and 
commerce, national economic policy, economics of U.S.S.R.: Man, 37, former pro- 
fessor of economics in Europe. Has had experience (leading positions) with research 
on economics of the U.S.S.R.; perfect command of several Eastern European lan- 
guages. Seeks research position on the economics of the U.S.S.R. Prefers Chicago 
and adjacent area. E391 
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New Guided Missile Takes Off... . This newest anti-air- 


craft missile, soaring upward on its supersonic flight, is launched, 
steered and exploded by electronic control. These missiles blast high- 
flying enemy aircraft out of the sky. The control devices were developed 
by the Bell System's research and manufacturing units — the Bell Tele- 
phone Laboratories and Western Electric Company — working together 
in traditionally close relationship. This guided missile assignment for 
the Army Ordnance Corps is just one of many important 

military projects now entrusted to the Bell Telephone System. 
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New Editions of Outstanding Texts 


ECONOMIC PRINCIPLES, 
PROBLEMS, AND POLICIES 


FOURTH EDITION 
By WILLIAM H. KIEKHOFER 


This successful text for introductory courses in eco- 
nomics on the college level has been thoroughly revised 
in the light of recent developments in economic theory 
and practice. The book offers a clear, well-balanced 
account of the structural organization of modern eco- 
nomic society, and presents controversial issues with 
objectivity. New problems have been added and the 
bibliographies have been brought down to date. 


950 pages, $5.00 


A HISTORY OF 
AMERICAN ECONOMIC LIFE 


THIRD EDITION 
By EDWARD C. KIRKLAND 


Approximately two-thirds of the material in the Third 
Edition of this comprehensive text is new or com- 
pletely revised. Chapters Four through Seventeen have 
been rewritten in the light of the findings of recent 
research in the field. The last five chapters which cover 
the years from 1918 to the present are entirely new. 
Over 30 maps and illustrations, plus an up-to-date 
annotated bibliography supplement the text. 


752 pages, $5.00 


APPLETON-CENTURY-CROFTS, INC. 


35 West 32nd Street New York 1, New York 


Please mention Tue American Economic Review When Writing to Advertisers 
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FOR YOUR COURSES IN 


ECONOMICS 


BUSINESS ECONOMICS: Principals and Cases 


By RicHarD M. ALT, The Johns Hopkins University, and 
C. Braprorp, Northwestern University 


A well-balanced combination of text and case materials applying economic 
analysis to the solution of business problems. Following a discussion of 
the nature and functions of business profits, the book systematically takes 
up some of management's most perplexing problems: the analysis of d 
and costs, the determination of price and price policies, and nomprice 
competition. Adjustments of the to business fluctuations, labor con- 
ditions, and government regulation are fully covered. A complete Teacher's 
Manual is available. 550 pages, College Price $5.50 


INVESTMENT ANALYSIS AND MANAGEMENT 


By Lester V. PLum, Columbia University, and 
JosepH H. HUMPHREY, Jr., Calvin Bullock 


This new book treats the problems of investment management and discusses 
the techniques of investment analysis as applied to industrial, railroad, 
public utility, and other securities. Review questions and problems, thought- 
provoking topics for discussion, and suggested projects for student solution 
are included. A complete Solutions Manual is available to adopters. 640 
pages, College Price $5.50. 


FINANCIAL INSTITUTIONS 


By Erwin W. BoEHMLER, ROLAND I. ROBINSON, FRANK H. GANB, and 
Lorinc C. FARWELL, all of Northwestern University 


A new type of textbook for a broad introductory survey course in financial 
institutions. Following a short review of basic economic concepts and a 
brief treatment of monetary theory, the student is introduced to some 
sixty financial institutions. The book then discusses the problems of how 
the banking system creates credit, the ups and downs of the business cycle, 
the workings of the Federal Reserve System, and some peculiarities of 

ent finance. A brief survey of international finance concludes the 

. A Teacher's Manual is available. 634 pages, College Price $5.50. 


BASIC DATA OF THE AMERICAN ECONOMY 
Third Edition 


By W. NELSON PEACH, University of Oklahoma, and 
‘WALTER KRAUSE, University of Utah 


Here is a graphic and statistical presentation of the most important factual 
information on the major fields of our economic activity. Data for 1951 is 
available to users in the form of a supplementary pamphlet provided free 
of charge. 266 pages, College Price $2.00. 
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RICHARD D. IRWIN, INC. 


1818 RIDGE ROAD, HOMEWOOD, ILLINOIS 


Please mention Tux American Economic Review When Writing to Advertisers 
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distinct 
and unique 
contribu- 
tion to our 
knowledge of 


the South.” 


—RALEIGH 
NEWS & 
OBSERVER 


“A model for 
other big- 


scale sur- 


RESOURCES & POLICIES 


Calvin B. Hoover & B. U. Ratchford 


Are you making use of 


ECONOMIC 
OF THE SOUTH 


by 


veys.” 
—PRINTERS' INK 


“A remarkable and 
almost priceless col- 
lection of facts and 
figures... highly en- 
lightening and enor- 
mously comprehen- 
sive not only in its 
text but in the sup- 
porting tabulations 


and graphs.” 
—COLUMBIA RECORD 


“Will be useful for 


years to come.” 


—FORT WORTH 
STAR-TELEGRAM 


“A story which need- 
ed telling . .. an 
extraordinary, com- 
prehensive and well- 
indexed compilation 


of basic data.” 
—NASHVILLE 
TENNESSEAN 


jee remarkable piece of economic research 

and analysis is an important book not only for 
those interested in the South but also for any 
serious student of our national economy. 


It presents comparative statistics on Southern re- 
sources, population, agriculture, industry, finance 
and all other factors affecting the South’s economy, 
showing the changes of the past 20 years in rela- 
tion to similar changes throughout the nation. 
Many of the old shibboleths about the South are 
refuted by these statistics, many new facts emerge. 


But more than an unparalleled source of reliable 
information, this book presents fresh analyses, in 
the light of all the facts, of the effects on Southern 
economy of price supports, tariffs and other public 
policies, with suggested alternatives for increas- 
ing the South’s prosperity. 


A unique contribution to our knowledge of the 
South, this book is also a model for economic re- 
search on any region, an illuminating study of 
economic planning in action, and a highly informa- 
tive set of case studies on taxation, agricultural 
— labor and other basic economic prob- 
ems. 


$5.50 at your bookstore or from 


THE MACMILLAN COMPANY 
60 FIFTH AVE. NEW YORK 11 


Please mention Tue American Economic Review When Writing to Advertisers 
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For Fall Classes . . . 


100 SHORT PROBLEMS 


THE INTERNATIONAL ECONOMY 


by JOHN PARKE YOUNG, Former Professor of Economics, 
Occidental College. 


Clearly and simply sets forth the essential features and theoretical 
basis of international economy, including problems involved in ex- 
change, trade routes, investments, tariffs, etc. Aims to achieve a 
balance between history, principles, procedures, policies. It offers an 
interpretation of the fundamental economic, political and social 
problems affecting international economy, and the major role of 
the United States in future world affairs. Comments THE JOURNAL 
OF COMMERCE: “Dr. Young’s analysis should contribute to an 
intelligent public policy concerning the postwar international re- 
adjustment.” $5.00 


IN CORPORATE FINANCE 


by HERBERT E. DOUGALL, Professor of Finance, Stanford University; HAROLD W. 
TORGERSON, Assistant Professor of Finance, Northwestern University. 


A series of short, useful problems illustrating the principles developed in 
standard textbooks in business and corporate finance. Problems are arranged 
in the order in which topics are presented in general textbooks. The prob- 
lems progress from short to long using actual business situations wherever 
possible. Included are problems on: Forms of Business Ownership Organiza- 
tion; Ownership and Control of Corporation; Corporation Stock, Bonds; 
Promotion, Financial Plan; Marketing Securities, Current Financing; 
Determination, Distribution of Net Income; Expansion, Combination; Re- 
financing, Recapitalization; Failure, Reorganization. Teacher's manual 


available. 


Please mention Tuk American Economic Review When Writing to Advertisers 


$1.50 


ECONOMICS OF INCOME AND CONSUMPTION 


by HELEN G. CANOYER and ROLAND S. VAILE, both Professors of Eco- 
nomics and Marketing, University of Minnesota. 


A straightforward presentation of the simple, Bae ae economic 
laws which govern our lives, despite the many changes being made 
upon the world’s political economy. Relates economic principles to 
the many aspects of consumption from the viewpoint of the con- 
sumer, in the belief that such a viewpoint will lead more quickly 
to an understanding and an abitity to cope with the economic world 
we live in. Equally applicable to students who already have taken 
a course in economics and wish to further their knowledge of con- 
sumer problems, as well as for beginning students, Ready for fall 
classes. $4.50 


THE RONALD PRESS COMPANY 
15 E. 26th St. © New York 10, N. Y. 
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A textbook that has made a nation-wide impact on 
the teaching of elementary economics 


ECONOMICS 


PRINCIPLES AND APPLICATIONS 
By Dopp and HasEK 


ECONOMICS: PRINCIPLES AND APPLICATIONS will appeal to all your 
students because it is challenging, interesting, and comprehensive; but it can be 
understood by the average immature college undergraduate; it is written in a 
style that is simple, direct, iuformal, and dynamic. The principles and applications 
have been simplified without sacrificing any essential information. It is not 
exhaustive in nature, and it certainly is not purely theoretical; it presents the 
basic principles and applications but leaves to later courses the more advanced 
technical analysis of economic problems. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 
Cincinnati 2 Chicago 5 Dallas 1 
New Rochelle, N.Y. San Francisco 3 


Discontent 
IN THE MIDDLE WEST - 1900-1939 


By Theodore Salovtos and John D. Hicks. The first broad historical treatment 
of agrarian unrest in the twentieth century United States. It is the story of 
how American agriculture formulated its objectives and gained the political 
power that it has used so effectively during the past decade. This is a realistic 
study, taking into account the farm legislation enacted in Washington, but 
focusing attention on the discontent in the Middle West, one of the most 
vocal and most effectively organized farm regions in the country. 


Beginning with an exploration of the causes of unrest, the authors trace 
the tumultuous course of the farm movement through the inflation of World 
War I, the subsequent depression of the early twenties, to the outbreak of 


World War II. 
Index, 592 pages, $6.75 


UNIVERSITY OF WISCONSIN PRESS 811 State St., Madison 5, Wis. 
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McGraw-Hill Books 


AMERICAN MONETARY POLICY 


By E. A. Gotpenweiser. Committee for Economic Development Research 
Studies, 391 pages, $4.50. 


Defines money and discusses its function in a modern economy and reviews the 
experience and development of the Federal Reserve System. There is a discussion 
of the principal policy decisions by the Federal Reserve, a critique of these 
decisions and a description of the background and effects of these actions. 


AGRICULTURAL MARKETING 


By F. L. Tuomsen, Executive Vice President, Commodity Marketing 
Corp., N.Y. 481 pages, $6.00. 


Begins with a profusely illustrated description of consumers of farm products, 
and of the locational and seasonal aspects of agricultural production. Then 
follows a description of the marketing system, including agencies, channels, 
processes, and services. 


PSYCHOLOGICAL ANALYSIS OF ECONOMIC 
BEHAVIOR 
By Grorce Katona, University of Michigan. 347 pages, $5.00. 

Shows that economic processes are more easily understood if the human factors 


and the psychological analysis of decision formation and action are understood. 


MARKETING POLICIES. New 2nd edition 
By Hucu E. Acnew and Date Hovcuton, New York University. 610 
pages, $6.50 
Designed and written for advanced courses in marketing campaigns, this text 
has been thoroughly revised and over half the material is entirely new. Such 
topics as public relations, retailing, merchandising, sales promotion, etc., all 
contain an up-to-date and extended treatment. 


LIFE INSURANCE. New 7th edition 


By Josern B. MacLean, Formerly Vice-president and Actuary, The Mu- 
tual Life Insurance Company of New York. McGraw-Hill Insurance Series. 
679 pages, $6.00 


Explains the theory and practice of life insurance in all its branches: Ordinary, 
Industrial, Group, Savings Bank, and Government. It also deals with annuities 
and group annuities including the establishment of pension plans. 


Send for copies on approval 


McGraw-Hill Book Company, Inc. 


330 West 42nd Street New York 18, N. Y. 


Please mention Tue American Economic Revirw When Writing to Advertisers 


pes 
| 
| 
ee 
q 
j 
| 
ae 
| 
a 
2. 


UNIVERSITY PRESS 


READY NOW—VOLUME | AND Il OF 


Survey of U.S. 
International Finance 


Compiled by the International Finance Section, Princeton University 
under the direction of Gardner Patterson 


® This series of annual volumes presents facts and interpretation on 
the international financial policies and activities of the United States, 
including the American role in the International Bank, ECA, UNESCO, 
etc. Each volume covers one calendar year and appears as soon as the 
availability of data will permit—usually about six months after the 
close of the year. 


Paper Bound. Vol. 1 (1949), $1.75. Vol. Il (1950), $2.25 


World Geography of 
Petroleum 


Edited by Wallace E. Pratt and Dorothy Good 


& For this comprehensive discussion of world oil, the American Geo- 
graphical Society prepared 50 new maps, and a corps of expert petroleum 
geologists and administrators from the world’s important oil-bearing 
regions contributed detailed descriptions based largely on on-the-spot 
knowledge. 

AMERICAN SCIENTIST: “The most authoritative and informative 
book on the subject.” 

LIBRARY JOURNAL: “Importart not only for information on petro- 
leum but also for its bearing on international affairs.” 


Published for the American Geographical Society by 
Princeton University Press 


464 pages, profusely illustrated, $7.50 


At your bookstore, PRINCETON UNIVERSITY PRESS 


Please mention Tuk American Economic Review When Writing to Advertisers 
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Blakiston Books in Economics 
For Your Fall Classes 


SPIEGEL 


® introduction to Economics—New! 


A basic text for an intensive one-semester course or a less intensive 
two-semester course. Author connects and integrates macro-economics with 
micro-economics with the help of input-output analysis, (605 Pages, $5.00). 
Excellent companion for 


© Current Economic Problems 
Analyzes today’s problems under the headings of progress, security, free- 
dom and peace. (726 Pages, $5.00) 


AMERICAN ECONOMIC ASSOCIATION 


© Readings in Monetary Theory—New! 


Volume V of the A.E.A. series of republished articles. Contains 20 articles 
on monetary theory and policy written during the last 30 years by leading 
theorists and rising young economists. (514 Pages, $4.75) 


© A Survey of Contemporary Economics 


Covers the significant developments in economics during the past decade 
and a half. (490 Pages, $4.75) 


TINBERGEN 


© Econometrics—New! 

First text in applied econometrics available in English. Ideal for an 
introductory econometrics course or as a secondary text in economic prin- 
ciples, theory, and business cycle theory courses. (358 Pages, $4.50) 

LEWIS 
® Economic Survey, 1919-1939 

A brief, excellent survey of the two decades between the wars. Records 

the events of those 21 years—their causes and results. (221 Pages, $3.00) 


BLOOM AND NORTHRUP 


® Economics of Labor and industrial Relations 


A theoretical and practical discussion of the entire labor movement— 

ast and present—for both beginning and advanced students. The first 

k to integrate economic theory, especially business cycle analysis, with 
labor problems. (749 Pages, $5.00) 


SOMERS 


®@ Public Finance and National Income 


An interesting and well-balanced discussion of the a developments 
in government policy, economic theory, and business cycle analysis of the 
last 20 years. By selection of material, this text can be adapted to beginning 


and advanced courses. (540 Pages, $5.00) 


The Blakiston 
Company PHILADELPHIA 5, PA. 


Send for Your Copies Today! 
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The U. S. labor force— 


What it is... 


What forces have shaped it in the past... 


What forces are molding it today... 


How it is related to other aspects of society ... 
How it compares with the world’s working force... 


MANPOWER RESOURCES AND UTILIZATION 
Principles of Working Force Analysis 


By A. J. JAFFE, Columbia University, and 
CHARLES D. STEWART, Bureau of Labor Statis- 
tics, U.S. Department of Labor. The proper 
utilization of manpower is one of America’s 
most pressing problems. Manpower Resources 
and Utilization offers the facts and background 
needed to understand the problem, and the rela- 
tionship between the labor force and the eco- 
nomic, social, and cultural aspects of our society. 


This book is written primarily for students of 
the labor force, but the authors’ approach makes 
it useful to nearly everyone interested in eco- 
nomics. Jaffe and Stewart base their book on 
the idea that: 


“the working force of a nation is a function 
of all the aspects of the entire society. The 
working force and statistics about it have rele- 
vance only insofar as they are understood within 
the larger societal framework.” 


September 1951 


A brief summary 
of the Contents: 


Part I—defines rigor- 
ously the nature of the 
working force activity 
about which statistics 
are being collected, and 
tells why the definition 
currently accepted in the 
United States is em- 
ployed. 


Part U—offers a sta- 
tistical description of the 
American working force, 
past and present, in- 
cluding significant de- 
scriptive details on non- 
workers. 


Part Ill—uses the best 
available data to show 
how the working force 
is affected by the tech- 
nological, demographic, 
and social factors of so- 
ciety. Data from other 
nations are included for 
the sake of comparison. 


532 pages $6.50 


Send for a copy on approval 


JOHN WILEY & SONS, Inc. 


440-4th Ave. 


New York 16, N.Y. 
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By Bruce D. Mupcett, University of Minnesota. A prac- 
tical study of how to construct indexes that will be better 
than those currently in circulation. One of the WILEy PusB- 
LICATIONS IN STATisTICs, Walter A. Shewhart, Editor, 
1951. 135 pages. $3.00. 


The By RicHarp Goon, University of Chicago. Uses modern 


CORPORATION 
INCOME TAX 


analytical tools to appraise the effects of this tax on 
national income, employment, prices, and wages. 1951. 
242 pages. $3.00. 


Proceedings of a Conference. Edited by TJALLING C. 


ACTIVITY KoopMANs. Analyzes, from theoretical, practical, and 
ANALYSIS computational points of view, the problem of program- 
of PRODUCTION ming the many independent activities of a large organiza- 


and ALLOCATION tion. No. 13 of the Cowes CoMMIssiON MONOGRAPHS. 
1951. 404 pages. $4.50. 


By Pau S. Dwyer, University of Michigan. Deals with 
the theory and practice of solving simultaneous linear 
equations and allied problems such as the calculation of 
determinants, inverse matrices, etc. A WILEY PUBLICA- 
TION IN STATISTICS, Walter A, Shewart, Editor. 1951, 
344 pages. $6.50. 


LINEAR 
COMPUTATIONS 


STATISTICAL Edited by Oscar KRISEN Buros, Rutgers University. Con- 
METHODOLOGY tains capsule summaries and evaluations of every signifi- 
REVIEWS, cant book published in the field during these 10 years, 


1951. 457 pages. $7.00. 


Principles of Working Force Analysis. By A. J. JAFFE 
and CHARLES D. STEWART. See facing page for complete 
information on “Manpower Resources and Utilization.” 


Send for copies of any of these books on approval 


JOHN WILEY & SONS, Inc. 
440-4th AVE. NEW YORK 16, N.Y. 


Please mention Tue American Economic Revirw When Writing to Advertisers 
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Published 
| ESSAYS 


By J. A. SCHUMPETER 
Late George F. Baker, Professor of Economics, Harvard University 


This new volume contains all of the important papers in English pub- 
lished by Professor Schumpeter before 1950, with the exception of the 
biographical essays. The articles have been compiled, with the permis- 
sion and assistance of Mrs. Schumpeter, by Professor Richard V. 
Clemence of Wellesley College. These are the works of one of the 
great figures in the history of economics, and this new book should be 
most useful to students of the subject. 


Published August 1951 320 pages Illustrated $4.50 


INCOME ANALYSIS 


By RICHARD V. CLEMENCE, Wellesley College 


An introduction to macroeconomic analysis, this new textbook is de- 
signed for beginners, with supplementary footnotes of interest to more 
advanced readers. A new analytic technique, which has been developed 
by the author with his own classes, is presented here. Experience has 
shown that it is superior to teaching methods currently in use and that 
it is especially well suited to introduce newcomers to economics and to 
carry them rapidly toward a considerable mastery of this difficult part 
of economics. 


Published July 1951 182 pages Illustrated $2.50 


Also: 
THE SCHUMPETERIAN SYSTEM $2.50 
By RicHARD V. CLEMENCE ad FRANCIS S. Doopy 


READINGS IN LABOR ECONOMICS $4.50 
By Francis S. Doopy, Boston University 


READINGS IN ECONOMIC ANALYSIS 
By RicHarRD V. CLEMENCE 


Volume 1—General Theory 
Volume 2-——Prices and Production 


Examination copies sent upon request 


Addison-Wesley Press, Inc. Cambridge 42, Massachusetts 


Please mention Tux American Economic Review When Writing to Advertisers 
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important new texts 


Problems of Labor Miller 


Students in college classes of labor will find in this descriptive, non- 
technical text excellent discussions of the American workman and 
the efforts of labor, management, and government to cope with labor 
problems. As the different material is presented, various labor prob- 
lems, such as wages; hours, or industrial safety are discussed. 
Published in June—$5.00 


Business Cycles Hamberg 


Providing an analysis of various theories of the business cycle, this 
text uses the tools of Keynesian economics to study these theories. 
A discussion of the cycles from 1919 to the present thoroughly 
integrated with the theoretical portions of the book. The pertinence 
of underconsumption and overinvestment theories of the cycle is also 
discussed. Published in August—$5.00 


Economic{Dynamics Baumol 


For courses in advanced, undergraduate, or elementary graduate 
economic theory (dynamics), this text presents a survey of theo- 
retical analysis of economic processes involving time, together with 
an introduction to the techniques employed. The most important 
recent developments in the field are made available to the student. 
Published in June—$5.00 


Labor and Industrial Relations Lester 


The author in this new book places the emphasis on economics but 
alters his approach to include more attention to labor-management 
relations, The text covers the background of labor, the policies of 
union and management, collective bargaining, and labor legislation. 
Published in May—$4.25. 


THE MACMILLAN COMPANY 


60 FIFTH AVE.; NEW YORK 11, N.Y 
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JUST PUBLISHED 


PRIVATE PROPERTY 


By RICHARD B. SCHLATTER 


“IN DESCRIBING this ‘History of an Idea’ (his sub- 
title) as an essay, Professor Schlatter is much too 
modest. It is true that it is not an ‘exhaustive’ work 
in his exacting sense of the word but it is, nevertheless, 
a model of careful research. To add to its exhaustive- 
ness wouid be inevitably to detract from the rare merit 
which lies in its suitability for specialist and ordinary 
inquirer alike. 

To isolate the significant strands of over two thou- 
sand years of philosophic controversy, to express them 
in limpid style, and to present the whole as a fascinat- 
ing, connected narrative within the compass of some 
two hundred and eighty pages is an intellectual sour 


de force. 


Professor Schlatter’s book cannot fail to inform and 
stimulate thought.” —The Statist. 


284 pages, $2.50 


At all bookstores 


RUTGERS UNIVERSITY PRESS 
NEW BRUNSWICK, N.J. 
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Coming in September 
ECONOMIC MOBILIZATION AND 
STABILIZATION — ECONOMICS OF DEFENSE AND WAR 
Lester V. Chandler and Donald H. Wallace 
Princeton University 


In this important new book the editors have thoroughly integrated 
a selected group of writings dealing with the economics of war and 
defense, giving broad coverage to the economics of mobilization and 
placing special emphasis on the problems of stabilization. Realistic 
attention is given to the social and political as well as to the economic 
forces that affect policy formulation and execution. The book includes 
the best appraisals of American policies and programs by men who write 
from their own extensive experience during World War II. It con- 
cludes with selections from current discussions of limited defense and 
full-scale economic mobilization. 

September Approximately 600 pages Probable drice $4.59 


Other Important Texts 


A GRAPHIC APPROACH TO 
ECONOMICS 


K. William Kapp, Brooklyn College, and Lore L. Kapp 

A convenient and useful collection of graphs, charts, diagrams, and 
maps illustrating the principles and problems usually treated in the 
basic course in economics. “Dr. Kapp’s ‘A Graphic Approach to Eco- 
nomics’ is in my judgment indispensable to all beginners in economics. 
. .. The charts portray provocative and challenging aspects of economic 
life and provide a solid background of fact in unforgettable format.” 
THEODORE J, KREPS, Stanford University 


June 1951 192 pages $1.90 


CONTEMPORARY ECONOMIC 
SYSTEMS _ revisep EDITION 
Earl R. Sikes, Dartmouth College 


This thorough revision brings up to date the descriptions and analyses 
of contemporary economic systems, The material on the Soviet Union 
and the Satellite States has been expanded while that on Fascism has 
been condensed. There is also a discussion of economic planning under 
capitalism, 

1951 756 pages $4.75 


HENRY HOLT AND COMPANY 
257 Fourth Avenue, New York 10 
Please mention Tuz American Economic Review When Writing to Advertisers 
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LIPPINCOTT 


Two New Books 
For Your Fall 


TEXTBOOKS 


Labor Classes 


GOVERNMENT AND COLLECTIVE BARGAINING 
Frep Wuirtney, Indiana University 


This new textbook deals with the evolution and current 
problems of the law of collective bargaining. GOVERN- 
MENT AND COLLECTIVE BARGAINING is anaytical 
rather than technical or factual; interpretative rather than 
descriptive. Teachers will find that Government and Collective 
Bargaining covers its subject matter in comprehensive, easy- 
to-understand and up-to-date fashion. 


741 pages $6.00 list price 


READINGS IN LABOR ECONOMICS AND 
INDUSTRIAL RELATIONS 


Joseru SuisTER, University of Buffalo 


READINGS IN LABOR ECONOMICS AND INDUS- 
TRIAL RELATIONS ought to complement almost any of 
the current texts in the labor field. The collection has merit, 
however, in its own right. From the vast output of material, 
Shister has contrived to collect between the covers of one book 
some of the best writings in the field. . . . The brief introduc- 
tions sharpen the issues and give a sense of continuity. In the 
hands of a resourceful instructor, almost any sort of labor 
course can be organized around READINGS IN LABOR 
ECONOMICS AND INDUSTRIAL RELATIONS. 

Labor and the Nation 


661 pages $4.75 list price 
For examination copies write to nearer office 


J. B. LIPPINCOTT COMPANY 


333 W. Lake Street e East Washington Square 
Chicago 6, Illinois Philadelphia 5, Pennsylvania 
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Significant new 


books in economics 


from Harvard 


SCHUMPETER, SOCIAL SCIENTIST 


Edited by Seymour E. Harris. When Joseph Schumpeter died, early 
in 1950, he was one of the three or four leading economists of his 
eneration, and his interests and achievements were by no means 
imited to economics. In this volume, leading authorities in this 
country and abroad evaluate Schumpeter’s great contributions to 
the social sciences. Coming in October, $4.00 


PUBLIC FINANCE IN A 


DEVELOPING COUNTRY 
El Salvador, a Case Study 
By Henry C. Wallich and John H. Adler. A case study of the fiscal 
structure and the fiscal policies of an underdeveloped country— 


invaluable to all who are interested in public finance or in Latin 
America. Coming in October, $6.00 


THE NEW ISSUE MARKET AND 
THE FINANCE OF INDUSTRY 


By R. F. Henderson. Mr. Henderson explores the significence of the 
new issue market in modern Britain, concentrating main.v on the 
cost of issuing new securities by small firms. With a Foreword by 
Sir Henry Clay. Coming in November, $3.50 


CORPORATION. TRUST AND 
COMPANY 
By C. A, Cooke. Mr. Cooke traces the history of the mingling of 


legal ideas and economic purposes which finally produced the 
modern joint stock company in England. Coming in November, $3.00 


At all bookstores, or 


HARVARD UNIVERSITY PRESS 
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BORZO! BOOKS IN ECONOMICS 


BASIC ECONOMICS 


A Macro- & Micro-Analysis 
by Grorce HeBerton Evans, Jr., The Johns Hopkins University 
440 pages, 70 tables, 60 charts; $4.00 text (1950) 


THE NEW ECONOMICS 


Keynes’ Influence on Theory and Public Policy 
Edited with Introductions by Seymour E, Harris, Harvard University 
717 pages; $5.00 text (1947) 


THE AMERICAN ECONOMY 


Its Problems and Prospects 
by Sumner H, Suicuter, Harvard University 


240 pages; $1.95 text (1948) 


FEDERAL RESERVE POLICY-MAKING 


A Study in Government Economic Policy Formation 
by G. L. Bacu, The Carnegie Institute of Techno'ogy 
320 pages; $3.00 text (1950) 


A PHILOSOPHY OF LABOR 
by Frank TANNENBAUM, Columbia University 
199 pages; $2.75 (1951) 


SPENDING, SAVING, AND EMPLOYMENT 


by H. Gorvon Hayes, Ohio State University 
269 pages; $2.25 text (1945) 


ALTERNATIVE TO SERFDOM 
by Joun Maurice CLark, Columbia University 
171 pages; $3.50 (1948) 


ECONOMIC PLANNING 
The Plans of Fourteen Countries with Analyses of the Plans 


by Seymour E. Harris, Harvard University 
590 pages; $5.00 text (1949) 


Examination copies on request 


ALFRED A. KNOPF, Inc. 501 Madison Avenue New York 22 
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complete 


Collective 
Bargaining 


RANDLE 


“It has an inner order and unity of arrangement long desired in treat- 
ment of trade union techniques. This appeals to me greatly for its value 
in assisting both student and teacher in the field of collective bargaining. 
Another phase which is wholly desirable is the fact that it has what 
appears to be a very feasible amount of documentary equipment, so 
needed for realism in classes of this kind. To have this amount, and not 
more, however, prevents overpowering the students too.” 


James J. McGm ey, S.J. 
Fordham University 


“, . . appears to be brilliantly done. It undoubtedly fills a real need.” 
HoMER H. HAMNER 
Baylor University, School of Business 


“A splendid piece of work which I consider to be authoritative and 
complete. The organization and presentation of the subject matter make 


the text teachable.” 
Jean D. NEAL 


Sam Houston State Teachers College 


Houghton Mifflin Company 


New York Chicago Dallas San Francisco 
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COLLEGE TEXTS 


CONTEMPORARY COLLECTIVE 
BARGAINING 


By Harold W. Davey, lowa State College 


Problems and policies of continuing significance are Professor 
Davey’s primary concern in this new, up-to-date text. Attention is 
focused on such major problems as prospects for multi-employer 
bargaining; managerial authority and the scope of bargaining; 
real determinants of employer and union wage policies; structural 
wage problems; negotiated pension plans; effective administration 
of agreements; voluntary mediation and arbitration; and the im- 
pact of public policy on collective bargaining. 


This book summarizes important basic research done by the author 
in recent years, and much of the text material is concentrated at the 
vitally important plant-level of union-management relations. 


Just published, 532 pages, 6” x 9” 


ADMINISTRATIVE ACTION 


The Techniques of Organization and Management 
By William H. Newman, Columbia University 


A highly objective NEW management text spotlighting administra- 
tive principles, practices, and problems. This stimulating textbook 
is chiefly concerned with administrative decisions and it explores 
thoroughly the far-reaching cause and effect relationship of plans 
translated into executive action. This book brings together ideas 
on Planning, Organization, Executive Personnel, Direction, and 
Control—achieving a realistic picture of management not obtain- 
able elsewhere. 


Just published, 480 pages, 6” x 9” 


PRENTICE-HALL, INC. 70 Fifth Avenue, New York 11, N.Y. 
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ECONOMICS OF AMERICAN 
AGRICULTURE 


By Walter W. Wilcox, Editor, JOURNAL OF FARM ECONOMICS, 
and Willard W. Cochrane, The Pennsylvania State College 


Each segment of American agriculture is realistically detailed in 
this important book in the light of the latest available research data 
and information. The operations and problems within the agri- 
cultural economy are explained in terms of modern elementary 
economic analysis. Such realistic problems which farmers in the 
U. S. and the world over must face as what and how much to pro- 
duce, what productive resources to use in what combinations, and 
when and how to market farm products, are deftly charted in an 
economic context in this book. 


Published August 1951, 594 pages, 554” x 834” 


TAXATION AND THE 
AMERICAN ECONOMY 


By William H. Anderson, University of Southern California 


Pertinent, applicable, and vital principles and facts about the basic 
roblem of taxation in our economy are cogently presented in this 
EW text designed for competent and easy comprehension. The 

author clearly and vividly charts the sweeping changes in taxation, 

public finance, and fiscal policy during the last 30 years... 
analyzes these changes in their economic context . . . and factually 
and realistically describes the taxation system today. 


Contains up-to-date data. 


© New developments in tax theory . . . in the relationship between 
taxation and the functioning of our enterprise system . . . in tax 
legislation . . . in tax policy as suggested by the various postwar 
tax plans . . . and in our tax revenue needs as conditioned by quasi- 
war and war conditions . . . are all introduced and analyzed in full 
scope in the text. 


Coming in November 
Send for your copies today! 
PRENTICE-HALL, INC. 70 Fifth Avenue, New York 11, N.Y. 
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New Books 


WHAT HAPPENS DURING BUSINESS CYCLES: 
A PROGRESS REPORT 
C. 


This is the eagerly en oto the comprehensive 
tion of & cycles at the ional In his eminently 
Mitchell's sets forth the objectives of the many-si 

he ori basic concepts and methods of measurement, 
the great variety characteristic of economic 
It closes with a composite picture of business cycles drawn on the basis of 
empirical observations that cover every branch of economic life. 


428 pages 48+ tables 7 charts 2 appendices $5.00 


THE NATURE AND TAX TREATMENT OF 
CAPITAL GAINS AND LOSSES 
LAWRENCE H. SELTZER 
With the assistance of SELMA F. GOLDSMITH and 
M, SLADE KENDRICK 

Furnishes administrati business la 
the intricacies of, experiences with, and the results of taxing capital gains. 


576 pages 98 tables 25 charts $7.50 


NATIONAL BUREAU OF ECONOMIC RESEARCH 
1819 Broadway New York 23, N.Y. 


BACK NUMBERS WANTED 


The Association will pay fifty cents a copy for the following issues 
(sent prepaid and in good condition) of the American Economic 
Review: September, 1941; May, 1946; May, 1948; March, 1947; 
March, June, 1949. 


Send to 
Dr. James Washington Bell, Secretary 
American Economic Association 
Northwestern University, Evanston, Illinois 


Please mention Tue American Economic Review When Writing to Advertisers 


| 
| 
+ 
Wee 
x 
Abe 
[he 
4 
it? 
; 
7 q 


International Labour Review 


(Published in English, French and Spanish editions) 


The International Labour Review, issued monthly by the Inter- 
national Labour Office and now in its 30th year, is a scientific 
periodical devoted to questions of labour and social policy. It 
contains general articles reflecting the evolution of social policy 
internationally and in the different countries, documentary arti- 
cles, statistical tables of wages, hours of work, employment and the 
cost of living, and a bibliography. 


A specimen copy of the Review and a catalogue of International 
Labour Office publications will be forwarded on application to the 
International Labour Office, Geneva, Switzerland, or to the Wash- 
ington Branch Office of the I.L.0., 1825 Jefferson Place, Washing- 
ton 6, D.C., United States. 


The International Labour Review may also be obtained from the 
publishers in the United Biagdon, Messrs. George Allen and Un- 
win Ltd., Ruskin House, 40 Museum Street, London, W.C. 1. 


Annual subscription: $5.00; 30s. 


INDIAN JOURNAL OF ECONOMICS 
Official organ of the Indian Economic Association 
(founded in 1918) 

Published quarterly. Annual subscriptions 


Editorial Board 
B. N. Gancutt D. 
AspuL Qapir SARASWAT 1 PRASAD 
M. K. Guosu (Managing Editor) 
B. R. SHENoy 
CONTENTS 
(a) Articles by authorities on Economic Theory, Economic , Indian 
Economic Problems, Public Finance, Business Finance, Insurance, ning, 


Statistical Methods, Econometrics, Mathematical Economics, Money and Banking, 
Trade, Industria] Organisation, Marketing, Transportation, Agriculture, Indus- 
tries, Economic Geography, Labour and Industrial Relations, Social Insurance, 
Cooperation and Population. 

(b) Reviews of books. 

(ce) Notes and Memoranda on current economic affairs. 

(d) Information sbout new publications of various Governments and International 
organisations and about important articles appearing in other Journals. 


Issued by 


The Departments of Economics and Commerce 
University of Allahabad, U.P. (India) 
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POPULATION STUDIES 


A Quarterly Journal of Demography 
Editor: D. V. GLASS 
Vol. IV, No. 4 CONTENTS March 1951 
H. V. Munsam. Fertility and Reproduction of the Beduin. 
J. W. Comas, Jn and Kinestey Davis. The Pattern of Puerto Rican Fertility. 


S. P. Brown. Analysis of a Hypothetical Stationary Population by Family 
Units—A Note on some Experimental Calculations. 


Rutu and F. G. Davison. Household Structure and Housing Néeds. 
Hannes Hyrentus. Reproduction and Replacement. 


J. R. H. Suaut and C. A. L. Mysurcn. Vital Statistics of the African Popula- 
tion of Southern Rhodesia in 1948. 


N. K. Sarxar. A Note on Abridged Life Tables for Ceylon, 1900-1947. 
Subscription price $5.00 per volume 
Published for the PorpuULATION INVESTIGATION COMMITTEE by the 
CAMBRIDGE UNIVERSITY PRESS 
51 MADISON AVENUE, NEW YORK 


WORLD POLITICS 


A Quarterly Journal of International Relations 


Has already become a leading forum for the interchange of 
scholarly ideas on the subject of international relations . . . 


Meets the long-acknowledged need for a journal which reports 
the latest and most significant research im international rela- 
tions... 


Can be used with profit by scholars, students, statesmen, and 
laymen ... 


$5.00 per year $1.50 per copy 


Address subscriptions to WORLD POLITICS 
Princeton University Press 
Princeton, N.J. 
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THE ECONOMIC RECORD 


The Journal of the Economie Society of Australia and 
New Zealand 


Published half-yearly in June and December. 

Single copies, 6 shillings (Australian). 

Annual subscription, 12 shillings (Australian). 

As the journal of the Economic Society of Australia and New 
Zealand, the Economic Record is the main source for those inter- 
ested in discussion, at the professional level, of economic problems 
in those countries; but it is not confined to local subjects or local 
authors. It includes articles of general interest in the field of theo- 
retical and descriptive economics, econometrics and economic his- 
tory. 

Subscriptions should be sent to the publishers: 
The Managing Director, The Melbourne University Press 
Melbourne, N.3, Australia 


ECONOMICA 


Published Quarterly 


3lst Year : Vol. XVIII (New Series), No. 70 


CONTENTS 
Imperfect Competition in Retail Trades 
A Regional Analysis of British Import Prices 
Great Britain’s Capital Formation, 1865-1914 .................. J. H. Lenfant 
Changes in the Structure of the German Banking System ........... J. Lanner 
The Removal of Trade Barriers: The Regional versus the Universal Asem 


Book Reviews 
MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION may 


should be sent to the Secretary and Treasurer, American Economic Asso- 


cation, Evasion, bya cheque Political 
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BULLETIN 


OF THE OXFORD UNIVERSITY 
INSTITUTE OF STATISTICS 


The BULLETIN publishes articles by members of the research staff and other 
economists on problems of applied economics and economic statistics. 


Some recent articles include: 
The Distribution of Capital in Private Hands in 1986-8 and 1946-7 ....K. M. Langley 
National Income in the 3rd Quarter . 
Machinery Prices between the Wars . 
Exchange Rates and National Income.................. T. Balogh and P. P. Streeten 


Differences between the Wages of Skilled and Unskilled Workers 1880-1950...... 
ar ...K. @. J. Knowles and D. J. Robertson 


Published Monthly Subscription Price $4.50 
Inquiries and subscriptions to: 


The Bulletin, Basil Blackwell 
49 Broad Street, Oxford 


THE CANADIAN JOURNAL OF 
ECONOMICS AND POLITICAL SCIENCE 
The Quarterly Journal of the Canadian Political Science Association 


Vol. XVII, No. 2 May, 1951 
ARTICLES 
The Life and Work of John Rae . Rk, 
Ministerial Control of the British Nationalized industries Frank Milligan 
Bentham’s Ideal Republic Thomas P, Peardon 
The Present System of Local Government in Canada: Some Problems of eetee, 
Area, Population, and Resources . Callard 
NOTES AND MEMORANDA 
Dangers of Declaring Human Rights . 
Communications and Archaeolo; 
The Nature of Economic Man—A Rejoinder 
The Third National Convention of the Liberal Party 
The Selection of Arthur Meighen as Conservative Party Leader in 1941. ey Rn Wri 
Meetings of International ‘Associations 
REVIEW ARTICLES 
Mr. Hick’s Trade Gye 


REVIEWS 
BIBLIOGRAPHY OF CANADIAN ECONOMICS 
Annual Subscription $4.00 Single copies $1.00 


Subscriptions may be sent to 
The University of Toronto Press 
Toronto, Canada 
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ECONOMETRICA 


Journal of the Econometric Society 


Contents of Vol. 19, July, 1951, include: 
Ross M. ROBERTSON Jevons and His Precursors 


KENNETH J. ARROW, THEODORE HARRIS, AND JACOB MARSOHAK .....4---+eeeeeee% 

Heepeer A. Srmow .............. A Formal Theory of the Employment Relationship 
Tp, Note on the Inversion of the Leontief Matrix 


REPORT OF THE CHICAGO MEETING, DECEMBER 27-30, 1950. 
Bock Reviews, Letter to the Editor, Announcements of Meetings. 


Published Quarterly Subscription to Nonmembere : $9.00 per year 


The Econometric Society is an international society for the advancement of eco- 
nomic theory in its relation to statistics and mathematics. 


Subscriptions to Eeonometrica and inquiries about the work of the Society and the 
procedure in applying for membership should be addressed to William B. Simpson, 
Secretary, The Econometric Society, The University of Chicago, Chicago 37, Illinois, 
U.S.A. 


SOCIAL RESEARCH 


An international quarterly, founded in 1934, published by the 
GRADUATE FACULTY OF POLITICAL AND SOCIAL SCIENCE 
of the New School for Social Research, New York 


Contents for June 1951 (Volume 18, Number 2) 


Recent Trends in the Law of the United Nations ................ Hans Kelsen 
Minority Utilization Practices—Rational or Sentimental? ........ John Hope, II 
Jewish Population Trends in the United States ..............0c0eeeeeee 

Carl M, Rosenquist and S. Thomas Friedman 
Skepticism and Faith—In Memory of Erich Frank ............... Karl Léwith 
On the Law of the United Nations (Note) ...................006. Erich Hula 
In Remembrance of Charles Beard, Philosopher-Historian (Note) ........ 


Published in March, June, September and December 
Subscription $3 a year (Foreign $3.50)—Single copies $1.00 


66 WEST 12TH STREET, NEW YORK 11, N.Y. 
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JOURNAL OF FARM ECONOMICS 
Published by THE AMERICAN FARM ECONOMIC ASSOCIATION 


Editor: Watter W. Witcox 
Library of Congress, Washington, D.C. 


VOLUME XXXII AUGUST, 1951 NUMBER 3 
Changes in the Demand for Food, 1949-1950 Marguerite Burk 


The Minimum-Cost Dairy Feed 
An Application of Linear Programming 


Agricultural Price Policy in the United Kingdom 
Agricultural Price Policy in Sweden 
Domestic Control of an Export Industry: Cuban Sugar 
This Journal, s quarterly, contains additional articles, notes, reviews of books, and 


a list of recent publications and is published in February, May, August, November by 
the American Farm Economic Association. Yearly subscription $5.00. 


Secretary-Treasurer DON PAARLBERG 


Department of Agricultural Economics 
Purdue University, LaFayette, Indiana 


The Manchester School 


of Economic and Social Studies 


Vol. XIX, No. 2 May, 1951 


Utility and All That D. H. Robertson 
Economic Opinion in England as Jevons Found It. . .S. G. Checkland 
The Case for Rationalisation of the Building Industry... .lan Bowen 
~The Economic Development of the Highlands T. A. F. Noble 


“THE MANCHESTER SCHOOL” is published three times a year. 
The annua! subscription is fifteen shillings (transatlantic subscriptions, 3 U.S. dollars), 
post free. Single copies, six shillings (1 U.S. dollar), post free. 


Subscriptions to be sent to the Secretary, ‘“The Manchester School,’’ Economics Depart- 
ment, The University, Manchester 13, England. 
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LAND ECONOMICS 


a quarterly journal of 
PLANNING, HOUSING & PUBLIC UTILITIES 


Included in August 1951 issue: 
The Forthcoming Wisconsin Conference on World Land Tenure Problems: 


Perspective on Housing Migratory Agricultural Laborers ......... Paul S. Taylor 
Recent Developments in Lease Financing ...............-. Alfred Bornemann 
Reorganization of the Federal Communications Commission ............- 


E. Clemens and L. W.. Thatcher 
Wildlife Economics—A Neglected Tool of Management ....Charles H. Stoddard 


Legal Problems in Father-Son Farming Operations ............- Harold H. Ellis 
Homer Hoyt 


Annual Subscription $6.00 Single Copy $2.00 
Sterling Hall, University of Wisconsin, Madison 6 


THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by EARL J. HAMILTON 
in Cooperation with the Other Members of the 
Department of Economics of the University of Chicago 
The October, 1951, issue will contain: 
An Experimental Measurement of Utility .. . Frederick Mosteller and Philip Nogee 


Labor and Output in Soviet Conceniration Camps ................ Naum Jasny 
Inflation Control through the Loan Ratio ............+.++. M. Bronfenbrenner 
Are Property Tax Rates Increasing? ............6...cs000- Colin D. Campbell 
The Life of John Maynard Keynes .................22226. Lawrence R. Klein 


FOUNDED IN 1892. Published bimonthly: February, April, June, A , October, 
December. Subscription rate $6.00 per volume, Single copy $1.50. Special rates: 
$5.00 per volume for faculty members teaching business or economics, $3.00 per 
volume for graduate students in business or economics. Canadian postage 20 cents. 
Foreign postage 50 cents, 


The University of Chicago Press - 5750 Ellis Ave., Chicago 37, Ill. 
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THE SOUTH AFRICAN JOURNAL OF ECONOMICS 


Editors 
C. S, Ricmanrps, Editor 


Contents of Vol. 19, No. 2 
June, 1951 


The Debacle of Money ...........++ E. Holloway 


The Influence of the Free State Gold Fields on the Union’s Economy .... 


Variable Costing: An Aid to Management (Part I) 

Funk Money and Its Aftermath L. Sadie 
The Development of the Southern Rhodesian Tobacco Industry...H. W. Roberts 
Reviews: Union Official Publications: Recent Periodicals and New Books. 


Single copies at 7s.6d. per copy, obtainable from the Central News Agency Ltd. and all 
leading booksellers. 


Overseas Agents for subscriptions £1. 5. 0 per annum and single copies (78.64. each) 
Messrs. Staples Press Ltd., Mandeville Place, London W.1. 


Subscriptior,s to the Journal £1. 5. 0 per annum and enquiries re advertisement tariffs 
to the Secretary, P. O. Box 5316, Johannesburg. 


THE JOURNAL OF FINANCE 


Published by THE AMERICAN FINANCE ASSOCIATION 
Volume VI, No. 3 (September 1951) includes: 


Distributional Effects of the Federal Debt 
Investment Development Companies . . 
Bank Reserve Requirements in Australia 
Some Reflections on Current War Financing 


Line Corporation 
. Howell and Ira Royal Hart 


United States Import Financing Methods 

Cigarettes as Ourrency 

A Note on the Causes of Instability in the Money Supply 

An Additional on Co-ordination of Banking and 


Membership dues, including $3.00 allocated to subscription to The Journal of Finance, 
are $5.00 annually. Libraries may subscribe to The Journal at $4.00 annually and single 
copies may be purchased for $1.25. Applications for membership in the American Finance 
Association and subscriptions to The Journal of Finance should be addressed to the 
Secretary-Treasurer, Edward E. Edwards, School of Business, Indiana University, 
Bloomington, Ind. 


Communications relating to the contents of The Journal of Finance should be addressed 
to the Editor, Marshall D. Ketchum, School of Business, University of Chieago, Caicago 
87, Ill., or to the Associate Editor, J. Fred Weston, College of Business Administration, 
University of California, Los Angeles 24, Calif. 
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SCIENCE & SOCIETY 


Established 1936 
Volume XV, Number 3 Summer 1951 


HISTORY, MARXISM AND HENRY ADAMS Richard Greenleaf 
WHAT IS CHANCE? Mario Bunge 
PRIVATE ENTERPRISE AND FULL EMPLOYMENT Otto Nathan 
THE GERMAN TRADE UNION MOVEMENT K. Jurgen 
A REPLY Paul Phillips 
by: 
D. N. Pritt, Herbert Aptheker, Geoffrey Wagner, Martin Geisler, 
James Boyce and Giulio Muratore 
Quarterly, 50¢ Single Copy "$2.00 per year ($2.50 foreign) 


SCIENCE AND SOCIETY 30 East 2oth St. New York 3, N.Y. 


London School of Economics and Political Science 


UNIVERSITY OF LONDON 


The following reprints of scarce tracts in economics and political science, published by the 
London ol olitical Science, are available to members of, the Amert- 
can Economic ———— = the reduced sna quoted. Orders must be re to the Secretary 


f the Ameri Association, Bvansts anston, Illinois, and must accompanied 


Reprints of Scarce Tracts in Economics and Political Science 
ALFRED MaRsHALL. Theory_of Fepeign Trade ond: Puss Theary of Valuce. 
(1879) New in Lecembe~. 6s. 3d. 
6. J. F. B Labour’s Wrongs and Labour’s Remedy; The of Might and the Age 
16. F. H. and Profit. (1921) With a new i 


introduction the 
feasted 1935 1937, 1939; xl, 396 pp.; additional note 1940, 1946; 
xliv, Ser 1949. 10s. 


Cart Mencer. Kleinere Schriften zur Methode und Goschichte der Volkswirtschaftsleh 
1935. 292 pp. (Collected Works of Carl Monger, Vol. III.) 8s, 9d. 


20. Cm Me: Schrif theorie ahrungspolitik. 1936; 332 Collected 
Reprints of Scarce Works on Political Economy 


Mountirort Loncrizitp. Three Lectures on Commerce and One on Absenteeism. (1835) 
1937; iv, 111 pp. 5s. Od, 


7. joup j Stuart Mit. Essays on Some Unsettled Questions of Political Economy. (1844) 
948; vi, 164 pp. 88. 9d. 


the author and an appendix “Autour de la Crise Americaine de 1907 ou 
itaux-reels et Capitaux-apparents,” by M. Labordere (1908) 1948. 10s. 5d. 


9, 10, 11. Lestrz Sternen. The English Utilitarians. 3 volumes. £1. 15s. Od. a set. 
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PUBLIC FINANCE/FINANCES PUBLIQUES 


International quarterly journal devoted to the study of 
fiscal policy and related problems. 


Director and Editor in Chief 
Dr. J. A. Monod de Froideville 
Emmalaan 2, Haarlem 
Netherlands. 
1951 Number 2 
War Finance and Tax Reform in the United 
States. 


M. Chrétien Le probléme de la réforme de la fiscalité 
francaise (fin). 


K. Heinig Das Kapitalbudget und seine Darstellung. 

M. I. White and M. Miller Note on an Income Effect of changing Interest 
Rates. 

Review of Periodicals. 


Articles in French or German are followed by an English summary. 


Subscriptions $5.00 a year postage free; special Student Rate $3.00 a year. 


AGRICULTURAL HISTORY 


Designed as a medium for the publication of research and documents 
pertaining to the history of agriculture in all its phases and as a clearing 
house for information of interest and value to workers in the field. Materials 
on the history of agriculture in all countries are included and also materials 
on institutions, organizations, and sciences which have been factors in agri- 
cultural development. 

ISSUED QUARTERLY SINCE 1927 


BY 
THE AGRICULTURAL HISTORY SOCIETY 


Subscriptions, including membership: Annual, $4.00; student, $2.00; con- 
tributing, $10.00. 


Editor: Everett E. Edwards 
Secretary-Treasurer: Charles A. Burmeister 
Room 3906, South Agriculture Building, Washington 25, D.C. 
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THE SOUTHERN ECONOMIC 
JOURNAL 


A Joint Publication of the Southern Economic Association 
and the University of North Carolina 


Published Quarterly at Chapel Hill, N.C. 
Vol. XVII, No. 4 
CONTENTS 


ARTICLES 

Methodology of Research on the Business Cycle 
The Structure of the Postwar Money Market 
Tax Sensitivity 

Studies of Technological Change 

Negro Business in Atlanta 

The European Payments Union 


COMMUNICATION 
Reply to Breimyer on State Per Capita Income Differences ....John L. Fulmer 


Book Reviews, State Reports, Personnel Notes, Notes, Books Received 
$4.00 per year—$1.25 single copies 


Address: The SOUTHERN ECONOMIC JOURNAL 
Box 1289, Chapel Hill, N.C. 


THE QUARTERLY JOURNAL 


OF ECONOMICS 
Founded 1886 


Vol. LXV Contents for February, 1951 


Prolegomena to a History of Economic Reasoning 
Investment Criteria in Development Programs 
The Market Structure of Commercial Banking in the United States 
David Alhadeff 
A Proposal for Extending the Theory of the Firm i 
NOTES AND DISCUSSIONS 
European Unification and the Dollar Problem ...... ‘iihabaaTheae T. Balogh 
Tenure of Leadership in the American Flint Glass Workers’ Union .... 
H. Ellsworth Steele 


Income Expansion - Contraction: A Diagrammatic Representation .. 
Joseph Lerner 


Edited by E. H. Chamberlin for the Department of Economics, Harvard University 
$1.25 per copy, $5.00 a year; 3 years, $14.00; Special Student Rate, $83.00 a year 


Order from The Harvard University Press, Cambridge, Mass. 
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